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INTRODUCTION 

Historically, ^pf^t^armg an^ co-partnership appear 
as the hobbies of benevolent employers. The experiments 
ma^e in industry at^actcdithe attention of theorists, who, 
oh rather slende/ evidonce, claims for co-partnership the 
merits of an ideal form of industrial {ygavzation. Extrava- 
gant claims call for scchjiful replies an^the vooul extremists 
of labour have not been slow to respond. 'Aius the 
literature on this subject exhibits the movement from the 
points of view of contending factions. 

In this book an attempt is made to learn from each, and 
to co-ordinate the views of both in the light of practical 
experience. Much that was previously written on this 
subject by the passage of time, been rendered irrelevant.« 
In every ca^e an effort is made to #onsider modern post- 
war conditions and to rgyiew the movement in this new light. 
How far will profit-sharing and co-partnership aid society in 
its larger deveTopment, how far in their application will 
they pfotnote the just ^aspirations of labour and reqjiove 
the ycceeding irksomeness under which to-day our economic 
macl|nery works ? attempt has been made to give 
details in all cases, as these already Appear in the 
valuable Government reports, in Jhe publications of ttie 
Labour Co-partnership Association f and elsewhere. 

•The "term “profit-sharing” has been given by many 
writers \ .very restricted significance, and while an en- 
deavour has been ijiade to use the term only in this limited 
sense, tlii more genAal expression “ shating of profits ” 
has been employed to include -all those schemes where 
extra earnings, that otherwise Would accrue to capital, 
are handed to labour. T|at the rate of profit to labour 
sh(tuld be in proportion tp the*rate of profit accruing to 
capital,/ and further,, thah this shcyld be pre-arranged 
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between t^ie respective par'ticfe, whi|f; a useful distinction 
seems, if arbitrarily applieti, needlessly to rule, out of 
consideration ma^y allied systems «of division. ' 
The^nain argument running VKroughout is* that every 
industrial innovation mpst justify ijpelf on 6ne of^two 
grounds : ‘either it ipust sweeten ^sfeal Jelationshi^s 
or, promote 'the effic^ncy of production. Does cash 
profittsharing justify itself on eithe^ of these grounds ? 

Briefly put, the condusion reached in' this book is thlit 
it does not. Frc^ t|ie point of view of increasing pro- 
djict j^on it ii inconi^Rirably inferiom lo an equitable system 
of payment by results. As a means of promoting industrial 
integration by improving the status of the wage-earner, 
is, apart from special cases, quite ineffective. ‘ 

The further we tmove from the casli nexus and the 
donating principle, the nearer we approach a true solution 
of the problem. Co-partnership, as commonly conceived, 
avoids the pitfall of mere cash distribution but retains 
the gifting element.* This means^tt^at workers with nef 
desire for shares and no knowledge of the rights and 
obligations involved have these responsibilities thrust 
upon them. 

Xhe wrong method is to give ahd then try to^elilighten 
the worker as to the meaning of the gift. The pripiary 
necessity is Education. The worl^r desires a higher Jtatus 
than that of‘ a mere wage-earner. This cannot be^ ^ 
unmixed blessing. Greater power means greater obliga- 
tions, new functions mcaf new knowledge, higher earnings 
mean heavier risks. The first and fundamental condition 
of success in co-partnership is therefore a sound kho^ledge 
of the responsibilities involved in share-holding. 

This can be guaranteed only by asking labour to sacrifice 
something for the gt eater good it hopes to attain. Con- 
tributory co-partnershipl satisfies this test. It implies^ 
appreciation followed by desirq and eflort and is therefore 
selective in principle. It* pem^its of real control because 
it implies real ownership of capital, and it offeiV labour 
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a yital investment for^highe» the%ame time 

obliterating the too heavily unfierlineS distinction in modem 
•sQciety between owner^and workers. 

It would*be impossible to th^k individually th« many 
emijloyerl Vho hat'e sent drafts of schemes, and* it is 
equally imjTossibIfc ^o guarantee that in every case the 
details .set fortt ha v? 'not* been ^tered. J\ will always 
be ajileasure for the writer tc^ecei ve corrections or conqnents 
from those interest ecf ,, 

With a view to preserving continuity, Retailed references 
are not given througll^t the text, a list, of the^pub- 
lications dealing with the subject of each section Is given 
at the end. The two most important sources of information 
to which the writer wishes to acknowledge his indebtedness 
are the three Government Reports of ^94, 1912 and 1920, 
especially the last, and the many publications and reports 
of the Labou/ Co-partnership Association. 

The v^fijer’s blanks are also*due to many friends who have 
Assisted him in thtf Revision of yds work. Professor 
D. H. Maegregor of Oxford University, Mr. A. P. M. 
Fleming, Editor of tlie series, Mr. Frank Watts, M.A., 
and Miss H. M. Sowie, M.A., have each read the typescript ; 
while Mr.»R. B. Forrester, M.A., M.Com., has read the work- 
in yoof. They have made many valuable suggestions 
whiej the writer has endeavoured to incorporate in these 
jjages. 

J. A. BOWIE! 

COLLlIpE OF TECHNOIOt.y. 

Manchester 

1922. 
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SHARING RROFI 
WITH-.'eMPL.OYEES 

PART I-t>ROFITS 


CHAPTER I 

THE LABOUR VIEW 

The qiiestioif of profits lies at the root of much of our 
industrial trouble to-day. In this chapter the purpose is 
to see profits through the eyes of labour. Unless this is 
done it is impossible to explain, sympathize with, or 
criticize laiigur's tittitude to industry. Never before has 
labour been *) acute|^*critical of ow whole industrial 
system. This attitude isjhe result of a slow development 

* and is intimately bound up with the spread of a liiglTer 
standard of educ£?lion among the wage-earners and their 
gradual ^t^uisition of political and economic powei. 
It is n(|t due to the war, though undoubtedly accentuated 
ty it. |The war has prq^Iuced economic upheaval, has 
accg^ijuated the worst features of the preseift industrial 

• ^stem, and has quickened the social, consciousness of the* 

masses? • 

Can an]^one doubt that if pogt-war profits were moderate 
or if firms ^^ere struggling to keep their heads above water 
tHat this would have^ anything but a moderating influence 
on labour’s demands ? IBut this is of course tery far from 
bei»g the end of the matter. Djubttess the ^abnormal 
profits that have accrued to the shareholders in many 
concerns have done a great de^ to make labour feel that it 
is nofr receiving its share. Jhe tif>uble is prolonged and 
perpetuate#! by the operation of ecoi^mic forces. On 
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^the basis of a ceitai^ prolitlabouri claims a wage (as .ki the 
case of the miners) that will yield it what it considq;rs a 
'just' and equitable share, but infmediately thjs' concession 
is forced the whole position ifcfdergoes an Arabian Night 
transforms^tion. Prices are raised pyofits^are increaseef, 
and waj^es, ipso feu^o, red]^ced,^fi\d tjhe endless pursuit 

the just and proper share is continued. Otherwise to 
estc.blish labour's share, to*fix anyl standardize it/^ means 
at once the falsifying of the figuTes on which the claim for 
that share is KasecJ, and on this policy there cajfi be no 
. ea1 to tlue vicious’ pursuit of aTV ideal which becomes a lie 
immediately it becomes a fact. 

If the claim, however, be merely for a share in the estate 
such a claim can be realized, but not by the crude instru- 
ment of a mere i^xrease in the amount of purchasing power 
tokens received. This rigidifying of cost‘d by standardizing 
wages, which again are tl\e biggest single item in material 
costs, with no relation to the ultimate product* and prices 
of that which the* labour costing'i^o much* produces, (?an 
never mean that labour's shar^for any length of time is 
either just or reasonable. It may chance for a moment to 
touch that point ; it may be much under it, or again it 
may be far beyond it ; but no ’movements of {vages that 
take place merely on the ground that past profit w%s great, 
irrespective of the amount of ^he present profit tactually 
produced tfy the labour employed, can be equit^k or 
fair to either capital or labour. Profit-sharing and co- 
partnership schemes are attempts to supply an equitable 
principle. 

But some exiremely vocal sections of the labour move- 
ment attack profits from a much mqre fundamental point 
of view. They say that productfon for profit is immoral, 
undemocratic, and degjfading to the workers, that it put!, 
the whole productive process on a false basis because I5ie 
motive power behind it is giiin to an individual not good 
to a community. To*express this in the words u^ by 
a leading organ ^f the Labour J^ft (Daily ihrald, 12th 
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May,«Ji920j leading artiele) : ^ f system* which finds its, 
motive jgower in the desire to make profits is a system 
whidi canntjt be relied •upon to provide^ the essential * 
requirements ^ the nation • 

* “ For the profit system of its veryiiature diverts capital, 
and ^he labour power .-^ch capital ^ntrols, not \o those 
purposes ftiost necessary for the comftiunity^but to those* 
purpos^ most profitable^o the Capitalist." 

" Tt was the easy, but Entirely unfounded, assumption 
of the (4d Liberal political economics ^half by some pro- 
vidential arrangement tft^ search of the capitalist fl)r 
maximum profits would lead him automatically to perform 
the most needed services." 

" There was never — in a society in which wealth is 
fantastically ill-distributed — ^thc slightest theoretical reason 
for assuming this.* The hard experimental tests of reality 
expose it as a preposterous faljacy — due to the subcon- 
' scions desite* to Justify ^ system so nrofitable to the 
dominant classT’ 

" Actually and inevitahiy, an industrial system based 
upon the desire to secure the highest possible profit gives 
us, when we ask /or bread, precious stones. It neglects 
the needs of the workers for the luxuries of the wealthy* 
y respollds in no way to the stimulus of national necessity, 
always tb the stimulus of*the ‘ effective demand ' of the 
people with money." 

• In view ol these statements on the#part of labour it is 
well to understand clearly the nature of its criticism of the 
present industrial system. Lfibouf maintains that the 
driving force in presenj-day production is the employers’ 
desire to make profitJi. The commodities vital to the life 
of society aiC not produced primarily for use or for con- 
s'tim5)tion, but simply because in tJie pf*ocess they yield 
an* undefined surplus to the owners of the necessary 
plant. In other words, it is Ifce view of labour that the 
desire* of individuals to acquire this mere by-product 
of social sS'vice is the aaimaflng spirit 4)ehind the whole 
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ef present-day 'industry. ' Consequently a business is 
esteemed not by its output but by the income it yields 
'its Owners. U*nder normal conditions of competition, 
when profits tend to disappear, the agitaftomof labour 
tends also to disappear, or at least is cpnfined more .or less 
to theorists on induftrial pfoble»fs^ bui under an era of 
Readjustment ^ such ife the next ten years will "probably 
be .“the inevitable injustice^ of tjie “natural law" arc 
sure to be revealed to the hatm and irritation of both 
parties. 

Present-Day Profits. 

If profits represented the payment of society for ex- 
ceptional ability labour’s criticism would lose much of 
its force. If it 'tould be proved that handsome profits 
accrued only to the specially gifted, ^r were in direct 
proportion to social service, or were a reward for great 
skill in thinking in industrial matters, then nlach of the 
present unrest woUld vanish. 6u/« where it is patent* to 
even a cursory observer that Jiuge profits have simply 
fallen into the listless lap of many who did less than nothing 
to deserve them, then the protest, becomes loud and 
Vehement. At the root of the {iresent high prices lies the 
world scarcity of commodities, and as no merchant caused 
it, much less deserves credit far it, therefore noire ought 
to profit hy that catastrophe. Apart then froipethc 
opportunities allowed by the present trade position, the 
growth of trusts, ahialgamations, syndicates and associa- 
tions (and we rpay a6d trade unions and labour federa- 
tions) has also added monopoly power to the' bargaining 
power of economic position. 

Much in t*he present situation*^ tends also to throw the 
returned ^soldier into the ranks of the reformers, if nc^t efi 
the revolutionaries. It is officially estimated that durihg 
the war period private fortunes in Britain were increased 
by over £4,000, 000,0?K). Certain people have \i^thout 
doubt thriven oiHi of the v^^r, and that monstrously, and 
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it is decidedly iniquitous that w^ile th^ rtst have to work 
harder for in many cases a smaller receipt in purchasing 
pow^r, thes^ fortunate odes should revel ii luxury. jThe* 
young andjie^flthy citizens^ockedto the colours and sptnt 
years jn undergoing risks that no insurance company 
wouid undertake > th^ got reward in thp shape of 
remuneration for risk-bearing ! Soriletime% their wages^ 
were cliough for them^to livi on ; there were no profits 
there. Then they came back to the* promised heaven of 
a courtjy “ fit for heroes to live in '# — aifd find neither 
jobs nor houses, and th^*are called on to pa)^ tax^s^o 
find interest on the loans of those who remained at home. 
The returned warrior finding as ever that his absence has, 
as it were, cast him adrift to some extent from liis social 
moorings, naturally lends ear to those Vho preach the 
doctrine of a ne\% industrial system. 

The returned soldier will ten years hence dominate the 
country. His many causes of grievance give him food 
f of thought. But thesf grievances doliot all lie against 
capital. labour, with it^ealous trade union regulations, 
‘has put obstacles in the way of the employment of ex- 
soldiers, especially in the building and engineering trades. 
The labouf movement wofild have done well had it tried 
not only to attract to its ranks the “ salariat ” but had 
consolidated within its ranks the ex-soldier whose place 
in th^main lay there. 

‘ • But the ex-soldier has peculiar anA special reasons for 
objecting to the present system of faring profits. He 
feels that where he had no opprt-tunify, otl^'rs less patriotic 
than hims^f should not have enjoyed fortune's smile. 
Inhere be anything jn equality of sacrifice there can be 
no justificatifn for war pAfiteering. “ I say tlTere has been 
great inequality of financial sacrifice,"* said thg British 
Chancellor of the Exchequer on 11th May, 1920, in the 
debate on the Finance Bill ; • " while the country as a 
whole ^is poorer, a section of the community has profited 
in the verf circumstance wlflch impotferished so many 
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■ o;thers. * The ^'eat mass' of this ;vealth was honour|Lbly 
won, and not only so, but tlie men who got it could not have 
avoided winning it if they did th«ir utmost to Sujiply ,the 
urgent needs of their coimtrji at the time.” He also 
referred to ” a few blagk sheep.” ^ 

If it v^as right to ^ponscript lif^t is ^much more right 
\p conscript capital ^and even more so to cons&ript war' 
period profits. 

Profits and^Prices. 

4 

Again the worker feels that tV«re is a direct connection 
between profiteering and high prices. He had no oppor- 
tunity of taking advantage of the commercial situation 
to increase permanently his real income, but the high 
prices he is absolutely compelled to pay. The argument 
that big wages are the cause of high price^j simply overlooks 
the real cause and effect relation, indeed it reverses it. 

If 

The present index number (March, 19il) repx.^scnting a 
rise of 160 per cen\ on pre-war ^rlyes is considerably ol-er 
the average rise in wages of th^ mass of labour. Labour 
in'many grades to-day is still vainly claiming that its real 
wages should be made commensurate vf'ith the rise in the 
oost of living. In the main it has failed even ‘to maintain 
its pre-war standards. 

But this does not deny that t^e rise in the cost of living 
is stabilized by the increases in money wages. Giving 
to the withdrawal q# millions of producers, goods becair^ ' 
scarce and, as a result, prices rose. This meant the same 
thing as a reduction* in rcal wages. Every * additional 
upward movement in prices made it more imperative for 
labour to claim higher money wageL ^ Whether the genet al 
public or the State were the customers, industry found 
itself in an extremel 3 | strong strategic position, and, as 
an almost inevitable consequence, prices climbed higher 
and higher. This meant se\^re hardship for the man whose 
wages were always nSar th^ level of subsistence and he 
strove for higher* money ^trages. These, beiltg granted. 
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melnt heavier costs of production artd for a time reduced 
pit)fits j hut the situation was too favourable to indu(;;p 
inJustry td ^xercisc self-^ntrol and from*’this highe*' level 
,of costs theisame ample margin of profit was extracted. 
Add^o this l^e hitge mcrcase of purchasing pcfiv'er through 
inflated currencjf aitd xhe Klvish ifee of credit and this 
addit^nal depreciation in tjie buying poster of currency 
necessitated a still iui#he^ addition fo the wage-bill. 

Thus the true picture of the relation of prices and wages 
presents itself. Prices at first went u^ in obedience to^the 
law of supply and demand, and the economic povwir the 
seller had in the higgling of the market enabled him to 
reap unusual profits. This led to an advance in wages 
and consequently in costs of production, and in quest of the 
same margin of profit.s prices moved upwards with wages 
again in vain pflrsuit. Thus the effect of a rise in wages 
is to buttress up Jhe ever-growifig wall of prices, while itself 
qpl so much Jthe causey 8-s the conseqijence of depreciated 
purchasing power. Those with fixed incomes, and without 
the bargaining power of of^anization have suffered still njpre 
and the considerable progress made in bringing together 
the “ black-coated ” workers is at bottom a measure of 
self-preservation. The economic power which the present 
•world scarcity of goods throws into the hands of the 
capitalist must, it is feft, be paralleled by ^le power of 
or^fiization among the workers. , 

Th^ frequent public inquiries into* the extent of profits 
made testify again to the fact that^this occupies the centre 
of labourjs consciousness, 'the Coal Commission early 
jp 1919 drew public attention to the huge profits that had 
been made by certain ^favoured coalowncrs^and resulted 
among other things in a promise by {he Government to 
'limit mining profits. The Excess Profits Tax of 80 per cent 
on profits over the standard during the war, and of 40 per 
cent^and then 60 per cent a^'lateiwperiods before its aboli- 
tion, wa^ another acknowfq^igment of the necessity of 
interfering in the question of profft-making. Indeed 
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the very necessity for the, control of prices was a. tacit 
acknowledgment of the failure^ of economic, forces to 
preserve social justice. ^ Tha^ the mere sjgfting of the 
armistice or indeed of the peace treaty vrorild restore 
normality was not to' be expected, -and the many per- 
plexities which surrounded us after the war were due 
to the simple fact that opportunities for exploiting the 
consumer in the interests of shareholders were never more 
numerous than^they were then. 

Profits and Wages. 

Claims for higher wages are normally made on one of 
three grounds: firstly, because of the rise in prices, as 
by the transport workers, the railwaymen, and the 
Post Office employees ; secondly, because of the huge 
profits made by employers, as by the cotton operatives 
and the miners ; or. thirdly, a definite claim is made for a 
higher standard of living thaix. before. The first cltT’m 
rests on the desire of the worker as consumer to preserve 
th^ same standard of life as ht had before prices soared 
to their present height, the second and tjjird rest on a desire 
to share in the industrial prosperity to which he, as pro- 
(!ucer, contributes. And, all through, the windmill at 
which the worker tilts is profits ; this is the sfiare th* 
functionlesj rentier gets as set a^inst what he, the worker, 
gets as wages. Indeed it is not too much to sa^ that 
one of the main sotirccs of irritation behind much^ of our 
post-war industriaf unrest was the swollen p»'ofits that 
for a time fell into the lap of the undeserving. , 

The real root of the discontent and disappointment that 
gives rise to^the internecine warf j.re ’is not always obvious 
in the explicit claims that labour advances. Labour, 
though K really wants the moon, finds there is no" use 
asking the employer for it. It has to circmnscribe its 
claims to the power? of the employer. So it demands 
shorter hours and bigger Wages and to a short-sighted 
observer it may^seem that these granted the matter is 
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at 5 d end. But evenTs disprove it* There is a disease 
Qf«the -bocjy politic of which these arc only the symptoms 
and no ntcre homoeopathic treatment Vill avail# Mr. 
Harry GCsJifig, in his presidential address at the Anftual 
Gendtal Cour»cil M?«tii^of the Natftinal Transport Workers 
FeTleration, on 3fd Jliire, 1920, said* “ 1 say (|iiite frankly 
that if increased production is to be obtained merely tf) 
pr^vic^e more interest! and digger profits, in my opitiion 
the workers will have none of it. Increased production, 
in my tjudgmeiil, must be used to Aise the standard of, 
life for the workers, to gfve them a chance to develop tlTeir' 
qualities, to give flie wife and mother better opportunities 
for rearing the future citizens of the Empire — and not 
to make the rich richer, the powerful more potent, and the 
ambitious more arrogant.” 

Attempts at jf more fundamental treatment have been 
made. When ccyitrol of prices* was removed we began to 
appreciate fts merits, .grices soared and the cry was to 
catch the profiteers. • In this the profiteering tribunals 
signally failed just becifUse they looked in the wrpng 
direction for the (;ulprit. The retailer under the abnormal 
conditions jvas more or less a helpless minion in the hands 
of the wholesaler and producer, and was not likely to tufn 
•king’s evidence against the man who furnished him with 
his scanty and thereforfi cherished supplies. The com- 
mif^fte on trusts went nearer the roots of the matter and 
lits revelations point to the existence of almost complete 
control oyer many necessary commodities by small groups 
of individuals. No small bofly of citizens, whether trade 
ynionists or employer^, has a right to be a little autocrat 
in any domain of social or industrial life. If combination 
has made if so, the Stafe must see that this rival to power 
*firsl; and foremost serves the social well-being* and does 
not use its power to exploit its victims. 

From these many indications ^e see that there is a 
deep-rooted protest against*the untrammelled operations 
of the present system. •This system dftes not ensure the 
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equitable distributioii ol ’/eaitti. It distributas iacome 
i^ot according to needs or deserts or services or knowji 
principle, but is'* largely promiscuous and hajjhAzard in its 
operation. And since the share of labour is wag6s and the, 
share of the employer 'is profits, it is tiround the justice 
of these two shares ‘that aK- controversy rages. Labbur 
seeks to increase its share in direct proportion to increases 
in the share of the employer. Tha State sought to tax 
and in some cf^ses to regulate profits. But the power of 
the employer to coticeal his real profits and to shift the 
'incidonce of the tax on reveale’d' profits, or to limit pro- 
duction, as in the case of wheat, where prices are controlled, 
largely nullified the process, and restored, in spite of 
efforts, the industrial status quo. A more excellent way 
is now thought to be advanced in the plan of profit-sharing. 

We have seen labour’s attitude to prohts and later on 
we shall see its attitude to profit-sharing. But the point 
here is that the latter scheme ;Sr an attempt 'to satisfy 
labour on the question of profits bj' seeking to make it a 
prqfit-taker as well as a wage-eai^ier. 

Summaxy. 

' The present condition of labour unrest marks a stage in 
the gradual uplifting of the worker-class. While the causes 
that lie behind it and the ideal’s that inspire the masses 
stretch beyond the economic plane, all these are fok^hsed 
and epitomized in labour’s attitude to profits. This reveal*? 
at once the worker’s criticism of the present , industrial 
system and the economic ideals to which he aspires. 

Frequently claims were made for Si share of profits in tlje 
form of increased wages. In this there is no finality and 
— sick of the endless pursuit — peace is often sought in 
condemning completelir our whole commodity-produMng 
system. It is urged that the system is designed to benefit 
the few at the expense ^f theVnany. 

Everything since the war'^has added fuel ^o labour’s 
bonfire. The contused upsetting* of economic conditions 
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only . sharpens the edge of ariticisiti. ‘Profits have l<»s 
Ijian ever^ any relation ^to needs or ^deserts. They* dis- 
triWtion tould hardly have been mdre promiacuous 
,if they hlid*been showered down from heaven. If they 
had little reiatioifio ^deserts the/ have hadde^s, indeed 
th5y have alniosf betn^n in^rse rafio, to needs, as every 
ex-soldier knows. 

^gain, labour uygeai our industrial system admittedly 
codapsed during the war period, as was ^proved by the 
necessity of controlling prices, establishing profiteeringp 
tribunals, and taxing excess profits. Opportunities for' 
exploiting the consumer were given and the above 
regulations prove they were taken. Profit-making became 
profiteering and wages started on a desperate but vain 
chase after the soaring prices. * 

This system, tpart from its accentuated evils, labour 
calls immoral, y the maldistribution of profits constitutes 
tljp immoral feature of^^be system, a scheme of spreading 
these profits among thi wage-earners will remove the weak 
spot . Hence some peoplc^lace their hope in profit -sharyig. 
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THE^ EMPLOYER s//IEW, 

My inducement to produce " may be taken as summing 
up briefly the employer’s attitude ^ profits. This is the 
prop that supjprts at present the process of production, 
•an^ to remove it is' to destroy the process. No f>ne will 
deny «that the function of serving the communal needs is at 
present undertaken for two main reasons. First and 
foremost there is the hope of becoming rich by earning 
large profits. But few men, once they had become rich, 
would choose to transport those riches to an island in the 
Pacific and surround themselves with e^very conceivable 
form of luxury. It is not the mere hope of possessing money 
nor of enjoying a never-ending stream of luxufy commodi- 
ties that induces some men to becdme, and most men to 
aspire to become, employers. the normal man a great 
part of the attraction lies in the power,, prestige or status 
he receives. He aspires to a position of independence 
with all that it carries with it in the way of opportunities 
for developing his particular personality. 

Others enjoy business as they do a sport— the love of the 
^game appeals to them. They get as much enjoymenHVom 
it as another man wbuld in landing a salmon, or in, holing 
a ten-yard putt. But while these are items of ctvasiderable 
importance it remains tme in the main that the hope of 
earning profits is the chief attraction^ , 

That this r^ed always be so no man of vision'will affirm. 
But nevertheless this is the present fact. The huge yet 
delicate and sensitive industrial organism exerts its deslrecj 
effort under this stimulus and does actually produce more 
or less efficiently the ^yorld's supply of consumable ^oods. 
Otherwise the present systehi on the evidence of fact 
actually works, this is perhaps the most potent argument 
12 
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in favour^of its continiftince, aijd certainly justifies caution' 
an4 reserve before attempting to sul^stitute some untried 
alfemativa 

But wkile;\he present ftipitali^ic regime actually serves 
to sdme degree, a^Jeast, its main social purpo^ic, there are 
distinct signs that it in mgny directions. The gambling 
instinct •inherent in humanity which prompts pioneers to 
initiate commercial ei^terpri^s has probably not failal as 
a motive to production. There are few indications that 
the prizes awarded to commercial success 5re not sufficient 
to call forth the necessary effort to produce. 'This eflbrt- 
IS composite. It means that instead of buying goods 
immediately consumable, money is spent on machines, 
plant, and buildings which will yield income in the future. 
It implies waiting. It may be said that “ waiting " is a 
very poor example of effort but this is merely a dialectic 
point, and waiting or refraining from present consumption 
is a servita absolutely necessary in piesent-day industry, 
^me have Ccilled it s*lf-sacrifice, but fliere seems no need 
to elevate the action to^his lofty pinnacle. This is not 
an incidental service but an absolutely indispensable fine, 
and if the inducement to perform it is destroyed some other 
person oT power must take it over. With the presefit 
.population roundabout methods of production are ab- 
solutely essential and tins postponement of consumption 
inu^ be undertaken by someone. 

But nothing is assured in industnaJ life and the waiting 
may be in vain. The capitalist who supplies funds to 
purchase the instruments of production is doing so in the 
hope thaf the community will purchase what he produces, 
and that .after his, varying charges in wages, salaries, 
materials afid “ overheads ” have been met Tie is left with 
*a l9alance in profits to his credit. He bdkrs a risl^ inasmuch 
as he pays now and hopes to reap hereafter. His most 
shrewd forecasts may be absolutely upset by a multitude 
of events over which he has littie control. A war may 
intervene* and stop the.dem^hd lor hist luxury goods and 
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h’s patents may lapse in these unproductive years. Stiikes 
in his industry or in others related vertically to it may 
occur the public taste may change, foreign competition 
may intervene, tariff walls may be erected ageinst him, 
trade may take one of its cyclical dips into depression, new 
patents and substitutes may oust'^nim Trom the market, 
governmental regulation or control may hang like a mill- 
stone around his neck, taxes may imposed, labour may 
restrict its output, and a hundred and one things occur 
to falsify his expectations. This risk has to be bojjne and 
profits are the only inducement to undertake them. 

This may seem to justify the employer, as capital owner, 
in reaping unlimited profits, but this does not follow. 
The cardinal point is that many of these risks, indeed 
most of them, are outside his control. This means that if 
he fails the fault is often not his own. It is a simple case 
of bad luck. He has thro\yn the dice and lost. To induce 
him to undertake this risk it is certain that the hope of 
extra profits must be present. If v.e take b per cent as 
the return for simple waiting, equivalent to what the lender 
would get in a safe investment, then something over this 
must be held out to induce the lender to liazard his money 
on a problematic future retum. How much this need be 
must depend on the extent of the risk. The profits pro- 
mised on a skating rink must be much higher than those 
offered by i boot factory, if we are to call fortl>. the 
i^peculative effort. This infinite variation of risk makes it 
almost impossible to estimate in advance the extent of 
profits necessary IjO call forth the effort. If these cannot 
be estimated with exactitude they cannot be limited without 
harm to the whole industrial structure. , 

Interference wi<th Incentives. 

Turning now to the other side of the industrial picture, 
we find that as losses canno; under unfortunate circum- 
stances be avoided, so profits similarly under favourable 
conditions simply accrue more or less automatically to the 
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forttinate. possessors o! the n^ans ef production. It 
r^ot dug to energy or initiative or particular skill of any 
kifld but It simply a matter of luck. For the two^eai^ 
^immediately/ following the anftistice enormous profits 
were'reaped J^y tlK^se who held shares in cotton^ woollen, 
shipbuilding and* indeed in fiiost productive, enterprises. 
As an oTf-set great losses were sufidted b}^all holders o< 
gilt-e(f^ed securities^ tlje amohnt of their total depreciation 
o< the Stock Exchange being some ^167,000,000 for 1919. 
Thu.. V'e see that in limiting profits we are lessening 
inducements to production, while unless we* guarantee 
against losses we arc not altering deterrents and the net 
result must be a disinclination to undertake economic risks. 

That this is no mere theoretical result, but is the actual 
course of events, is plain from the foflowing cases. In 
1909 the Land Increment Valuation Act was introduced 
foreshadowing ta^xation on building sites and this at once 
damped tfie* ardour of thg speculator. The building trade 
suffered severely and Hie supply of newf houses went down. 
During the war the Rent ^Restriction Acts were introduced 
and were extended more or less indefinitely into the post- 
war period^ The result of thus limiting the returns of the 
landlord to what was little more than his pre-war figure 
.meant that the building of houses received its death-blow 
as an ordinary business proposition. Output was killed, 
evefi* necessary repairs remained undone, anti when the 
t>uilding contractor again began to* function he turned* 
naturally jto the profitable enterprise of erecting “ luxury ” 
buildings. And so the Stat^ had *to stgp in, with what 
measure ot success we ^re all aware. There seems to be no 
stable hal4-way house between State interference with 
incentives atid the Statet^ecoming the employer. 

We say advisedly State interf^enc? with motives to 
produce — rouglily with profits — for there is another great 
sphere open to State intervention which, while lifting the 
productive process to a imich higher plane, does not 
throttle initiative. Factory ^cts, ShoiHActs, Truck Acts, 
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Igublic Health Acts^all prescribe minimum conditioLs of 
health and comfort ^for the workers, and if enforced with 
equity merely handicap every employer to the same extent. 
It can even be maintained that these regulatipns.add more 
to industry. than they subtract from it and tljat the better 
working conditions, „by incFeasing- the -well-being of «.the 
workers, lead.Jto increased production. In the latter case 
they strengthen home industry, against competition 
from abroad, while, if this be not the case, it is certain that 
^ (apart from the possible international regula^fion of 
■ lauour conditions) their effect is not considerable. It is 
when we come to the question of State control of the 
finance of industry, whether it takes the shape of taxing 
or limiting profits, or fixing prices, that the real difficulty 
begins. This interfering with incentives may come not 
only from the State but also from tr^icle unions, for 
advances in wages, restriction of output, limitation of 
apprentices, rigid rules against the mobility of da hour, or a 
shortening of the working week . below that yielding 
maximum production over a long period may similarly 
interfere with the incentive to undertake the risky process 
of production. 

All these evils are demonstrated in the ca^e of the 
housing problem. The State rigidly fixed rents, thereby 
making the building of new houses wholly unprofitable ; 
hence havihg killed the proverbial goose that so 
waddles across the .economic stage, and being urgently 
in need of eggs, it had perforce to take over the function 
of laying them,^ This necjssitated a State scheme of 
housing, the raising of huge building loans, an elaborate 
bureaucratic system of approving of plans through the 
Ministry of Health, and the slow, cumberson*e, wasteful 
process o( the State bficoming, through the municipality, 
the new building agent with the certainty of having to 
provide huge sums from the coffers of a depleted exchequer. 
This may well give us pause, and the instances c£ln be 
multiplied. 
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The. Nepessity of Presehring Jncentives. 

, More# 0 ^ less State interference \^th incentives pleads 
inevitably to the State becoming the employer. Tl^s cafi 
,be avoid^only if things ^e put b^ck again on an econctmic 
basi^. During Iht* war control was certainly necessary, 
bul; the Governrftenf niakes«a great mistake, if it thinks 
that it can continue to control indus1:ry witiiout the grav^ 
dajiger of suffocating k. During the inevitable industrial 
confusion created by the war it w'as certainly necessary 
that tlie Government be in the saddle, but the greatest 
boon it can cooler on iiVdUstry now' is to get off its ba^k. 
The evil is clearl\' exemplified by the limitation m the 
price of home grown w'he'at The fixing of the price of 
wheat at 76 shillings a quarter while the foreigner in the 
same market got almost double that dmount meant in- 
evitably that tli(* farmer restricted liis area under wheat and 
devoted his attention to more profitable crops. The result 
\^s seriousfy to dimini^the output of home-grown wheat ; 
added to this a bread^ubsidy of some *£50,000,000 in 1919 
was necessary to keep th#loaf down to 9id., and you have 
the double evil ot restricted output and depleted exchequer. 

The Government have in this case adopted the better 
method of trying to pilt the whole productive proct^s 
back ofi the ordinary economic basis. The only alternative 
to this was to move forward from control to ownership. 
Ndtking that has occurred duiing the war li^s tended to 
•deepep the nation’s faith in the State us employer ; indeed* 
in almost every case facts have gone to demonstrate that 
bui'eaucratic administration * 0 ! inclustr^ is cumbersome, 
jvasteful and inefficient. Wliile extreme centralization 
stands condemned hy experience, the administration of 
an industry by its owif representatives has Vindicated its 
usefulness and effectiveness, and it seefiis safe tp prophesy 
that much valuable work can be done by the Joint Standing 
Industrial Councils of eacfi industry. The march of 
practical ^events seldom cenforms rigidly to the route 
visualized by theorists .and it is *the flraditional attitude 
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o/. theorists to stdtnd .aloof pnd conclemn even wljen e'^ents 
are ^haping the course in their direction. The JVhitlqy 
Coun/;ils are a “step in the direction of the •democratic 
coirtrol of industry and‘' still tfle advocates ‘che latter, 
hold aloof and condenm simply on th^ ground that* “no 
bread is better than Mf a lori." t hus Socialists, whether 
feuild, State, Syndic^ist, Communist, Soviet or Marxian, 
ha\V' condemned the Wliitley proposals and in so^ doing 
condemn themselves. As a result the vast mass of moderate 
^progressive opinion ‘•naturally classes them with#revolu- 
tioharies dnd considers them*'jflong with reactionary 
capitalists as the real enemies of all progress. 

The Present Trend. 

Thus we find society to-day definitely moving in the 
direction of industrial democracy while ai the same time 
finding it necessary to conserve profits in order to stimulate 
production . Here wc have the horjis of the prese*!!!' dilemma, 
for fundamentally * the two are netessarily inconsistent. 
For industrial democracy, if it erver is to become a living 
reality, must attain control over, or a share in, the monetary 
incentive to production. The first step in this direction 
is* to give the workers in each business opportunities to 
learn as much as they can or care about the filiancial . 
side of the undertaking. If profits are not freely and 
frankly reveled labour will not abide in ignorance bu^tVill 
fhevitably suspect tiie worst. It is fundamentally as* 
reasonable for the Chancellor of the Exchequer ^o impose 
taxation without fhowiiig a Bbdget as it is for an empldyer 
to pay or withhold certain wages ^without revealing his 
Balance Sheet. And if the employer persist in his^autocratic 
outlook he merely fans the flame of discontent.*’ 

Advances in wag$s ar(f frequently resisted on the grourfUs ’ 
that the industry will not bear it. To demonstrate the 
truth of this and reveal jt as ^hard fact and not a dialectic 
parrot-cry it must become the established custom in 
industry to reveal ‘the financial standing and progress of 
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the •firm As industry flucl^ates Jto-day the great^f 
sateguajd against unemployment woi^Id be the co-relation 
of* demand and wages.* Demand (therefore pricej anti 
therefore .pi^duction) values vci^ greatly from time to 
time* and it yow.rigidify wages* you merely^ increase 
difliocation. Ncp greater st®p couW be taken towards 
securing* steady employment than that wages and profit* 
should be knit togetljgr. Idofits are largely determined 
by demand, and a full disclosure of *the conditions of trade 
is the Jrst step towards making th» workers realize th^ 
essential nature of the* industrial partnershipf of labl5ur * 
and capital. 

The present thorny relation of labour and capital is 
rendered much more difficult to deal with by the fact that 
there is no common platform of established economic 
doctrine on whkh the two can meet in argument. The 
basic princi]des of economics ar^; not understood by labour. 
Though ahnaii have to sgend his lifetime in business there 
is*no attempf during his school life to jlrepare him for this. 
In the realm of business he enters a new country and being 
Ignorant of fundamentals and seeing only the spectacular 
he thinks througli the situation in childish simplifications. 
The mosf abstract thinkd* in Britain to-day is the working 
man. *110 condemns on scanty evidence, thinks without 
knowledge, readily subscribes to the most visionary schemes 
of tgconstruction, abstracts facts from their*context and 
(draws erroneous deductions, believe* in the necessity of 
destruction and revolution without any clear idea of the 
structure he proposes to destroy fir of Jthe substitute he 
hopes to •provide. The working man must be taught to 
fhink congretely oi\ economic matters. To this end the 
spread of * knowledge^ of economics is a thing earnestly 
Mo^e desired. 

Summary. 

Profits are to the employers the spur to effort and the 
prize of the game. Sqjne rifay l«ve 1*ie game but most 
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M'ork for Ihe pfizot it Q.ffers. I'he services of capital 
include a1 lea‘^t the postponement of consumption^ and, the 
unde,rtaking of “risks, and profit' represents tk'e paym'ent 
for" these. , 

Practical experience* proves that ii'you interfere with 
business incentives, destroy th« motive to produce. 
•The State can, howeVer, safely prescribe minimum condi- 
tiofts under which production mustdakc place but it'cannot 
safely lay down maximum rewards. It cannot estimate the 
services of capital and therefore cannot fix the payment 
\T deserves. * ' 

\Vfiere the State has attempted to do so it has inevitably 
been left with the entire burden to bear, and it has always 
proved unfit for the task The function and purpose of 
the State is not to run industry. If modern industry must 
be democratized and State administraf-on decentralized 
surely both these are satihfied in local joint organization. 
The Whitley scheme can be the first step in Ihlr. direction 
and ought to be 'Tncouraged everir bv those who desire 
much more. 

'fo-day the worker’s desire to share control and the em- 
ployer’s attempts to conserve his autonomy are clashing. 
Ultimately victory must lie with the workers. If wages 
bear any relation to what the industry will bear, labour 
is entitled to know the facts. This means frankness, 
openness, afid publicity an all industrial matters. 

Labour to-day hai just the wrong amount of education 
“ Shallow draughts intoxicate the brain and drinking 
largely sobers us again.” A fuller, completer knowledge 
of economic facts among all industrialists, an agreement 
as to first principles, would supply a gommon platform for 
capital and labour, and do much'io facilitate the solution 
of industrial difficult lest 
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The transformation of the raw miterials# of the eartlf 
in^o want-satisfyinjj onmmoSities calls for the exert:ise 
of three distinct functions quite apart from the exercise 
of mere' manual toil. There must hr the postponement 
of consumption in ordei*M buy the machiner^f and tofls 
necessary for production, then risks must be facedt and 
lastly much skilful planning; and organizing must be 
undertaken. No matter how industry is carried on, 
whether under private or State managenfent, these services 
are essential, l^nless these services are paid for they will 
not be forthcoming. What iik profits represents a true 
a^d just *rfturn for tfi^se services must be preserved. 
To determine this positively is simply*an impossible task 
as ciicumstances and industries and prospects vary 
indefinitely. 

While tlys is so, it is, on the other hand, a matter of no 
particular difficulty to indicate the objectionable elemeirts 
• in present-day profits. When the war ended hundreds 
of .shareholders found that they could sell their holding 
for ‘many times its pre-war value*. They had grown rich 
•in +hgir sleep. They advanced the capital, iindertool? 
a liiTiiteiJ risk, contributed absolutely nothing to the 
pro?tperity of the business frtim tlTe sid^ of management 
and then* found the^iselves rich beyond their dreams. 
The enhanced value of their shares was just the purest 
good luck. ‘and was cettainly entirely undeserved. Lord 
*Co1wyn, chairman of the recent Ificomt Tax Cgmmission, 
gave several examples of wealthy men worth five or six times 
their pre-war capital. It is aftnatter of common knowledge 
that* shareholders in cotton* mills Tiave been bought out 
at from five to six times Jthe nomin?ri valfe of their holdings. 

21 
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There can be no real justification for this state of giffairs. 
That feature of the present industrial system which 7 )er- 
mitt:jd such wiiidfalls must stand condemned. •' Indeed this 
has reduced industry in the eyes of uncritical observers 
to a mere -gamble. 

Labour naturally feels •'aggriev^jd. ' It compares its 
'own limited lemuneration, won in the main after requests, 
claims, demands, threats and striLes, with the haphazard 
showers of good fortune that have filled the laps of lucky 
, shareholders. The claim to “ share the swag," a? a labour 
le*ader pul it recently, comes as a natural consequence. 
The miners, the dockers and cotton operatives have quite 
definitely given this reason for demanding big advances 
in wages. And few will deny that such claims are under the 
circumstances peiiectly natural if not entirely reasonable*. 
If then wages and dividends, are, as labouf urges, to advance 
together, in what sort of harness should they be yoked ’ 

The Sliding Sbale. 

No doubt the sliding scale system of adjusting returns 
to prices should have been adopted as the guiding principle. 
Wages and salaries could have been automatically multiplied 
¥)y the index number at each jump of 10 per ccni. As it is, 
returns have simply gone anywhere and the niaximun: 
of injustice and the minimum of equality have been the 
results. Rents were pinned down by Act of Parliauient, 
wages were forced lip by organized action, salaries eariitvl 
by " the boobs in the middle — ^the Great Tertium Quid," 
as an American put it, are “ faint yet pursuing,” while 
dividends have in many cases soared rocket high. This 
indiscriminate haphazard distribution of the national 
dividend could have been considerably regularized had the 
sliding scale been 'adopted early in the war. As it is, only 
by fighting tactics has labour managed to adjust wages 
to the rising prices, and it is certain that any suggested 
reduction will be strenuously resisted. Had the principle 
of the sliding scale beeli definitely used in a scientific way to 
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stai^lize the standard iof Jthere ^was at least a pos^i- ■ 
bility, and at most a likelihood, that reductions in wages 
iftight 6e Accepted in tllh same light * As* things stand at 
present tjie constant bick^^rings between capital and fabour 
'that, have marked the upward treyid of wages will most 
certainly be continyed whey wagt^ have reached their 
highest 4 )oint and begin their downward ^arccr. 

Nonis it too late yet to intrt)duce the sliding scale sys4em. 
Wedges are likely tf) remain high for some time to come, 
and if the worker got accustomed to, receiving automatic 
advances, there is a certijirity that he will in any»case be It55s , 
resentful of reductions on a similar principle. Such feduc- 
tions are bound to come in any case, but we have the choice 
of inculcating a principle while yet its application may 
favour labour, or alternatively waiting* for the economic 
pressure of bad Jlrade, unemployment and general poverty 
to force them down. It would seem, in the light of the 
present ieyere * trade depression, that the business 
cAnmunity had drifts Po the latter aitemative. 

Some labour leaders lyive apparently considered that 
* the sliding scale principle means that wages are al\fays 
determined by tlit bare level of subsistence. Nothing is 
further fiofn the truth. .The sliding scale merely ensures 
that tl^ same standard of living is preserved no matter 
how prices fluctuate. It does not determine that standard 
on ^ny basis, much less on “ an animal basii,” and only 
dire ignorance can call it (as some labour leaders have done) 
a “ foflder wage ” or a “ carrot wage.” Trade unionists 
shoyld Wfelcome the establijjimcn^ of a fixed standard 
of living, ^dependent of the rise or fall of prices, because 
tSieir whole energies (fan then be devoted to raising that 
standard aiyl they are f^ee from the continua> worry caused 
Jay^he fluctuating value of the cun^ncy* 

While the explicit acceptance by industry of this principle 
would do much to ensure tly; due reward of industry to 
labour other regulations are,no les# necessary. The adop- 
tion of tifc sliding scale carries wi^^h it#several corollaries 
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of, great importance. As money wages should auto- 
matically keep pace with the rise in cost of living,^ so 
also should tlie. value of fixed capital. Of coiVise it may 
be objected here that mjxhinery should be revalued on the 
basis of cost of reproduction and not. on cost of I’ving^ 
but to do so might nean oyer any .considerable perio,d a 
s'remendous inflation i^ucli as indeed has taken place among' 
the. cotton mills. This is fftll of jgerilous possibilities for 
the future, and is decidedly bad *ior the industry as a whole 
and all who live ,,thereby. But in revaluing on this 
n%her level it means that the sune percentage of dividend 
can be paid on the later assessment, or, alternatively, a 
dividend increased pro rata with the cost of living could 
be paid. The revaluation of assets is of course the 
preferable way as it safeguards the interests of extensions. 

The Limitation of Profits. 

It 

Further, it is certain that the future must* hold some 
scheme for regularizing profits. Fiat that the real pionter 
in industry will ever be penalized — his services are of 
sufjreme value to his society — but the class contemptuously 
called “ functionless rentiers ” will cMainly have their 
ohances of reward curtailed. The clumsy method of taxing 
excess profits is rightly abandoned. The method is not 
scientific, it is often unjust in its incidence, almost always 
results in ixtravagance and waste, and is too rigid to 
fit closely the vaiydng conditions of industry. Fixing 
of prices is also unworkable, it means curtailed production 
and cannot be enforced ea.dly in foreign markets. . The 
regular institution, by the State, of scientific costing, 
measurement and publicity woul3 jnvolve l^oo near &n 
approach teJ bureaucracy to be» welcomed, » and in the 
deplorable absence to-day of a recognition by the majority 
of employers of the great value of a sound costing system, 
its application to industry,! even if industry were in the 
hands of great trusts, would be enormously expensive. 
Nationalization again,, whatever jts desirability' in certain 
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routine monopolistic ifldustn'ei such, as* railways, min^s, ' 
shipping, banking and insurance is very far from joeing 
either pradlical or dcsiral^le in general industry, and^untfl 
J;he State ba§*evolved a beVter meMiod of handling business 
efficiently thf spheje of nationalization will r^jmain very 
limcted. Along wliak lines tl*erefore#is it possible for the 
State to regularize profits ? 

The 'four component jparls ^f profit as broadly conceived 
ar^' — 

1. Interest on capital. 

2. Return for risk-beawifg. 

3. Wages of management. 

4. Surplus. 

The first can be definitely ascertained at any given 
period. Its amount should equal the return on gilt-edged 
securities and istdetermined largely by the conditions of 
supply and demand at the iqpment. To-day it would 
equal aboiItt*6 per cent. There are those among us who 
mSintain thaf even jAire interest on ftipital is immoral, 
that represents payment for no service whatever and is 
in effect mere usury. Such men call for the compfete 
abolition of all inferest. It is sufficient for our purpose 
to reply tlfat interest mostiiecidedly does represent paymeifl 
^or a s^vice capital renders to production, and that any 
attempt to abolish it would be tantamount to denying 
thalf^apital is essential to modern production. • 

• The return capital gets for the risksiit mns differs enor-* 
mously in different industries and at different times. Under 
any -system of production risk'musl^bc borne. The 
conditions ‘determining^ the extent of the risk are largely 
beyond thew control c^f the industry concerned. Of recent 
years, howeter, there Cclli be no doubt but that the most 
ftictlculable factor in production ha»beei! the renyineration 
of labour. Included in this is not only the immediate 
effects of a sudden increase iit the wages actually paid to 
the labour directly employtd in fhe industry, but the 
far-reaching effects of ay advfince 4n wtges in increasing 
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t)\e costs of raw nvaterials, as, for instance, coal. But 
many other factors contribute to the risk in industry. 
Social factors, . such as change:^ in fashion,, ^ wars, new 
inventions ; economic factors W:e new trade ‘combinations, 
tariffs, taxjis, wage advances and trade cycles ; factork 
like government retgulatiops, subsj.dies. Factory Af-ts, 
^changes in t^e polity or personnel of management, all 
ha\e their varying influenced in making business, aven to 
the most far-seeing, a'matter of extreme risk. 

Is it possible in any way to estimate in advance what 
"'fhat risk will be and to ensure, that no more than the 
prop’er premium is paid to shareholders for the risks they 
run ? Most of the various possibilities in private and busi- 
ness life can be insured against. This means that the factors 
of probability can be worked out and the premiums covering 
that risk paid accordingly. Already t^e business com- 
munity insures again.st acc\dents to employees, injury by fire, 
bad debts, and possible damage to persons ji'dI actually 
employees (third ‘party risks). ' 'Would it be possible' to 
insure similarly against failui^, or loss of profits ? If 
this could be done there would be no necessity for ordinary' 
shares at all, and all capital invested^ in business would 
<»arn a fixed rate of interest approximating to* that paid 
on gilt-edged securities. 

But this in the nature of things is a totally impracticable 
proposition*.' While things that happen to a business 
‘ rarely, and are beyond the control of the managemenj, 
like accidents and fire, can be insured against, it is? a very 
different proposition to insupe against what the management 
will certainly drift to, if without incentive. Even in the 
cases mentioned precautions are* taken and^ safeguards 
insisted on before the policy is aixepted. Bvt to remove 
from business the fear of loss and the hope of rewa®! ki 
to cut out the very mainspring of industry. For in the 
matter of limiting profits, insurance against loss is only 
the necessary means* to guarantee a uniform return no 
matter what thv particuliir conditions of tlfe day. It 
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is fo» these reasons quitfe impos^ble disentangle from the ‘ 
surq of j^rofits the return justified by the extent o{ the 
risk borne land to separate that from any undefinetj anfl 
unqualified sjfrplus that reftiains after this has been met. 

First Principles.* 

Here it is in order to remark on th? profoijndly differenl* 
princi|5les that meet w^th ap|froval in the industrial wdrid 
in Britain lo-day. The employing classes, almost without 
exce] lion, subsexibe to the doctrine «f personal and in- 
dividual incentives. The^y" believe in the freedotn of trarTe 
from governmental control or taxation, in clear eft)ow- 
room for private initiative, and in giving similar induce- 
ments to labour to produce through a system of payment 
by individual results. Labour, on the dther hand, seems 
to aim at doing iway with private initiative both for the 
employer and for the employ^. It subscribes to the 
doctrine of nationalization, it opposes in many cases, at 
lejfst in theory, the pAnciple of paymdht by results, and 
^ pins it-? faith in common ownership and communal control. 

If some agreement could be reached on this first and 
fundamental matted of general policy there might be some 
hope of ifitroducing the •team-spirit into industrial lif^ 
Pureaud-acy is certainly not the solution. There is every 
jirobability that industrial democracy is. Both sides are 
favofyring movements that lead in this directiorf Employ- 
ees are establishing Whitley Councils and works committees, 
are developing what is named, rather unfortunately, 
welfare work, and are initiatiftg syslems ^f remuneration 
by which labour may improve its status from wage- earning 
to* capital cjwnership. Labour is more and more veering 
round to a theoretical approval of a system of guild social- 
ilmf it is becoming, if in no other way than by developing 
its trade unions, a capital owning and trade regulating class. 

It will probably take as loif^ to consolidate the efforts 
of cajJital^nd labour in the ^industrial field as it took to 
effect their separation. ,For fhe two nflovements, while 
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widoubtedly sharing a ccmmon direction, are anin'.ated 
by different motives; and a whole world of mistrust, sus- 
picion, neglect iind unhappy tradition keeps tHe two sMes 
apart. But the dangerous feattire of the present situation 
is that the hiatus between capital and Itibour should widen 
faster than the atterfipts m?<le to bridge it develop. The 
'ultimate end such''a happening can only be a revolution. 

(Common responsibility plus individual initiativ^ must 
be conditions of anj^ new orientation of pow^r in industry. 
^When it is possible tn fix the just reward to capital invested 
in a speefilative industry it vtlll be possible to dispense 
with i)rofits. Leadership will always be necessary in 
industry and no business will thrive under the management 
of a debating society. To encourage men of talent and 
ability to assumt* such responsible posts, conditions per- 
mitting of individual initiative, persor^ul incentive and 
private gain must be mamtained. The operation of the 
Excess Profits Duty shows the folly of goVernmiutal 
interference with the trade motive. ^ 

This consideration rules out of court most of the suggested 
means of direct taxation of industry. No matter whether 
it be a revival of the Excess Profits Dufy, or a corporation 
fax, or taxes on turnover or bn retail purchase price, 
or on war period profits or on capital, the same blighting 
effects will ensue in industry. It is impossible to fix 
a just and fair tax on such an ever-changing, ever-mpVing, 
’ever-advancing and receding feature of social life. Tf 
then labour's censures against the privileged class of profit- 
takers be just and weighty, while at the same time the 
interference of government with profits and firoduction- 
inducements would be disastrous, is there no way out of 
the present ‘’dilemma ? 

It is not our purpose here to develop this theme, '‘but 
the opinion may be expressed that the inequalities in the 
distribution of the national fticome could be best minimized 
by, first, the adaptation to this purpose of the Income Tax, 
and, second, by Enabling lal)our ^^o become capital owners 



AN IMPARTIAL C®NSlf)ERyW*ION 


29 


and# therefore profit-^iarers! ^ The Jnoome Tax is Ijie* 
fairest and most equitable tax yet devised; the country 
li^s hac! at intermittent* experience ol weil over lOO^yeats 
of its opergftion ; it lea^s indmstry untrammelled -and 
is graded (Jirectly^ according to .ability to , pay. The 
present unfortunate, caste division mi society into profit- 
takers asid wage-earners, into owners and ^isjirkcrs, with aU 
the psychological condom it aftts of different and oppoeing 
prints of view shoidd be' obliterated by the extension of 
capital-owning into the ranks of lalyur. *It is the chief 
purpose of the present w»oik to indicate the mos^ promisifig. 
lines along which this can be developed with safety In the 
present and hope for the future. 

Summary. 

Wliile not d«iying the essential services that capital 
renderf- to industry, it is impossible not to admit that 
industrial* capital is frequently over-remunerated. This 
vfas the rule* during *he war and forborne time after it, 
and naturally provoked# a great deal of dissatisfaction 
among the non-sharers. 

Economic forces from August, 1914, till November, 
1920, reduced wages by^-aising prices. This back-handfd 
reduetten labour strenuously resisted and enormous losses 
and dislocations re.sultcd. These continual struggles have 
en^^ed for labour an approximation to its pfe-war wages 
^nd the same result could have been#easily and peacefully 
achieved by knitting together prices and wages in a sliding 
scale based on the cost of Imng. • ^ 

If, therefore, the free play of economic forces has led to 
such a ris^in prices ^s meant over-remuneration for capital 
and undei»remunerati«n for labour, whidh latter was 
•oti/iated only by industrial strife,#is it possible J:o regulate 
the earnings of capital ? If capital be guaranteed, its 
hire can be fixed, but if hirfd " for better or for worse " 
it is* no^ possible to foretell the risks to be run and the 
adequate payment for those ftsks.# 



30 SHARING PROrm with employees 

p, therefore, it is most uijdesirabie to impose maximum 
rates ^of profit is there no other way of removing the 
objectionable features of profit ? Ihese are twoft>ld. FirSt, 
untrammelled profit-taking leads io the grossesijnequajities 
in the distribution of wealth. This c^n be Remedied by 
leaving industry free a,nd gra(jTing taxa,^ion directly accord- 
ing to the mdiyiduars ability to pay. Second, apart from 
the social inequalities in wealth, profits mean industrial 
schism because they repre.sent a subtraction from tiie 
wages pool. A con;'nion, not an antithetical, mode of 
remuneration of industrial serv.r''s is the only possible 
cure, i.e. a wagcs-plus-profits remuneration for all ranks 
in industry. 



CHi^TER IV 

^RODtjCTION WITHOUT* PROFITS 

“Already several arrangements are a4 work Jn*our society^ 
by which production is carried on and services rend(»-ed 
w’^iout the motive*powei' of personal profit. If it could 
be proved that such systems are r^pabl? of extension 
wide enough to embrace^ail industrial life, thoa the nedCt 
of considering the merits of profit-sharing would* not 
arise. Each of these systems has its partisans. These 
advocate the extension of such systems to other and wider 
fields of productive effort, but we shall sea that their nature 
and their spher(^ point only to their desirability within 
narrow limits. Doubtless thes^ limits have not yet been 
reached arni,a bright future awaits them but their complete 
extension to •all induftriSl fields is naither possible nor 
desirable. 

These movements are the co-operative movement, 
municipalization, And nationalization. In each of these 
cases there is no incentii^e of personal gain in the usu»l 
^sense. ^here is, of course, the expectation of a surplus, 
but such expectation is not the motive animating the 
producers. In each case the only apparent incentive 
service to the consumer, and the .surplus, which in a. 
joint s’lock company would be called the profits, is either 
returned directly in the shape «f a dividend to the customers 
or goes to the Exchequer as an item of revenue. 

* Since 18^4, when th*e old weaver amid a jeering crowd 
took down •the shutters from the insignificant shop in 
•Toad Lane, Rochdale, the co-operative movement has made 
enormous strides. Previous attempts at co-operation 
had indeed been made, but «t was the discovery of the 
“ Rochdale plan ” that first put the^ovement on the road 
to succe^. This plan aimed* at tjjie abolition of " profit 
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on price ” by the (Jistribplion among the consunifjrs of 
periodical dividends in proportion to purchases. That 
there is at least an essential difierence between ordinafy 
prefits and co-operativ2 “ profits ” has been j-ccognized 
by the State in grafting exemption from Income Tax 
to co-operative enterprises. ^Even thf/ recent recommer.da- 
J:ion by the Income’ Tax Commission that the* trading 
pontion of co-operative profits, should be subject to tuxation 
admits this difference in exemptiUg that part of the profits 
which is returnable to the consumers as dividend or 
discount. t 

There can be no question as to the great success of 
the co-operative movement both on its distributive and 
on its productive sides. As it is the retail stores that 
capitalize the wholesale and productive establi.shments 
(the English and the Scottish Co-ope"‘ativc Wholesale 
Societies), perhaps the best indication of the progress of 
the whole movement would be a record of the i ales of the 
English C.W.S. — the larger of the t vo wholesale societies. 
In 186vS its total sales amounted to £120,754 ; subsequent 
decades showed marked progress. 


Year. 

1875 . 





Sales. 

£ 

. 2,247,395 

1885 . 





. 4,793,151 

1895 . 





. 10,141,917 

1905 . 





. 20,785,469 

1918 . 





. 65,167,960 


Even allowing for the enormous rise in prices these 
figures indicate a steady and consistent progress, and signs 
arc not wanting that this progress will be more than main- 
tained in the future. There are indeed many criticisms 
to be made— -mainly with some justification- against the 
co-operative movement, and the private trader can safcl}. 
be left to make them. But the main fact remains that, 
whatever the shortcoming? of a movement which has 
certainly trod on many private interests, its great success 
is simply indisputable. Tiie critics of the fnovement 
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hav« often been harsb, sort^imcs ^justified and seldom 
disinterested, and have done much to drive the movement 
in* the direction of the liibour Left. 

But the fibint here is ?Jiat the»movcment has its limits, 
and •the hope ofityi expressed hy^ ardent enthusiasts in 
thf co-opcration% movement ^that it|» extension *to all in- 
dustry will lead to tlie formation erf a gre^t'eo-operativ# 
comntinwcalth is quite unjfistified. Essentially it ig an 
o*ganization of consiimets who buy before they sell and 
sell before they make. Wlierever it ij^ possible to organize 
consumers a co-operatiw society can be formed. But this, 
implies that the commodities so consiuned are in ccTnmon 
use. For instance, it would be difficult, if not impossible, 
to organize a consumers’ co-operative society in en- 
gineering, simply because the buyerss are scattered all 
over the globe ind they buy very irregularly. Added to 
these difficulties is the fact lhaj there are limits to the size 
of an ec(5nDmic unit. And these limits are likely to be 
narrower in •the case# C)f*consumers' ci»-opcrative societies 
than they would be in % large standardized business, on 
account of both the variety of product and the restriction 
of the market, ^fhesc considerations lead us to believe 
that the* co-operative rwovement can never spread to *11 
industry and that so far production for profit must 
remain. 

Workers' Productive Associ£\^tions. 

Allted to the Consumers' Co-operative Societies are the 
Productive Associations of» Workers. ^ The number of 
these latter societies in Britain has declined from 125 in 
1904 to in 1915- * In these societies the workers and 
customeis*largely owi» the concern and \fork is carried 
' o» under the direction of a manager and committee elected 
by them, and any profits accruing are distributed as the 
members may decide, The«ncmbership of these associa- 
tion^ i?^ however, by no means Shtirely confined to the 
workers employed by them,* as considerable portion of 
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•the capital is owned by, their •customers— the letail 
distributive societies— and these appoint delegales to the 
management committees. Indeed these societi$s are vdfy 
far 4rom realizing the id.'al of self -governing workshop. 
Only in the case of 23 of these societies do cmnloyees lomr 
the majority of the n»anap:inc^ commi^lee; and of these ♦'1 6 
are en^af^ed in the maniifactiire of boots and shoes. In 
thearase of the Agricultural I'roductive Societies thtf same 
is true, and in few cases are the ('mployees either members 
or represented bn the committees of management, 

^The above societies were in the great majority of ca.scs 
initialed by working-men, but there are certain cases where 
private businesses have assumed this form. Such busi- 
nesses began in the ordinary way as private concerns, 
but by the admission of the workers to a share in the 
profits, capital, control, and responsibilifiy, they have in 
time become indistinguishable from productive co-opera- 
tive societies. Four of the most celebrated cases' of profit- 
sharing on the Continent belong to Uiis clasS. They ate 
Lcclaire (now Brugniot, Cros & Co.), Paris ; Messrs. 
Larrtche-Joubert cS: Co., Angouleme ; Godin & Co. (now 
Colin & Co.), Guise ; and the Bon Marche (Maison Aristide 
Buucicaut), Paris. In these cases the workers occupy 
practically the same po.sition as they do in the self-gO v erning 
Workmen’s Productive Societies. In Britain the best- 
known example of this is William Thomson & Sons, Lid., 
v/oollcn and worsted manufacturers, Huddersfield. Two 
other cases existed in the past, but both businesses 
have been liquidated, jiamely, Haslemere Builders. Ltd., 
Surrey; and Brownfield’s Guild Pottery Soci^y, Ltd., 
Staffordshire. 

The main 'position is clear. While associations of 
con.sumers have succeecied as productive agents, similar 
associations of producers have not attained any great 
success as economic units. The great majority of such 
societies as have survived the high infantile mortality 
among them have* tended tb become either consumers’ 
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co-operative societies* or wdinafy^ C9,{)italislic under-, 
takings. ’This method, then, of dispensing with profits 
htis not^u(|:eeded in forging ahead in ttie economic struggk. 
When th^ aif is full of t\Jk aboip democracy in industry 
*this iact should b (4 weighed in the balance. These societies 
h^ve failed mainly ph the sjde of jnanagemenf and dis- 
cipline. • This is specially serious, be<»use in a*last analysi;^ 
skill ii management must wniain the ultimate ccoiKjmic 
te^t of organizatioA, as K is a dominating factor in the 
fixing of prices, the deciding of promts, ifnd the general 
efficiency of production.. 

Nationalization. 

The other method of carrying on production without 
the help of profit-taking by outside owners of capital is 
that of handing^ ver industry to the control of the State. 
In this case, even if a surplus accrues, this is not private 
profit and ^no question arises as to its apportionment 
between capital and * ftbour. Can Hiationalization be 
extended to all branches of industry ? If it can, is it 
desirable from the point of view of the public weal 4hat 
it should ? If b«th these questions be answered in the 
affirmative no further negd exists of discussing the question 
of profit-sharing, as profit itself will be abolished. 

There is no question but that certain industries and 
services like mining, shipping, banking, insurance, and 
railways could be nationalized. Froip a purely theoretical 
points! view great economic advantages could be shown 
to accru^, but in deciding the practical question various 
other coneiderations must be taken into account. These 
are concerned with th% reputation the State has earned as 
a business #adminisjratpr. And such thoughts born of 
•th| experiences of war years may^well cause us to doubt. 
But in whatever way we decide this question relating to 
particular industries and ser^ces, it remains true that the 
vast*m^ority of industrial.enterpfises can be carried on 
efficient^ only under privatt management. It is in the 
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•recognition of this ^fact |lf-at Guild Socialism finc\s its 
peculiar strength. Slate Socialism or bureaucratic ad- 
ministration will not succeed in general busin0jis,' and the 
substitution for it of steite ownership plus t^e /'ontrol of 
local workers' committees is certainly a move jn the proper 
direction. ^ „ „ 

'i But much ijtill remains to be done before this 'can ever 
become a reality, and the grektest obstacle in the way of its 
attainment is the general unfitne!>s of labour to perform the 
task to which 'it is jcaid to aspire. For it is a peculiarity 
al: which posterity may well wom^er that the contemiioraries 
of tef-day, living together on a little sea-girt island, under 
a democratic constitution, yet are worlds asunder in mental 
equipment. There may with reason be some doubt as to 
the fitness of the present captains of industry to steer the 
industrial ship but there can be no doubt Ji-s to the unfitness 
of the crew. This need npt always be so, but tlu' process 
of becoming fit to as.sume the new functions*' implies a 
prolonged period Oi learning by eduiiation ai'id experienle. 
It can safely be assumed that if, by a revolution, all in- 
du^rial property were confiscated, industry would swing 
back to its former organization and the ultimate orientation 
Of control would remain much as at present. With the 
mass of labour as ignorant as it is to-day, the omy hope^ 
is leadership, and no change in control can alter this 
necessity. * v 

» If, then, there can be no immediate realization of a dreaip 
which takes for granted more than the actual realities 
of the situation, is tliele any hope of .solving the industrial 
problem by calling in bureaucracy ? There i:^ not ; the 
machinery of State management is too clumsy, slow, and 
inelastic, and decentralization cails on forces which are 
not educE^ted for the btrden. As with nationalization^ so 
with municipalization. There arc certain necessary social 
services of a monopoly dial actor which lend themselves 
to local control. Probably in this sphere, too, jdiert are 
extensions which iould(be mkde, but only up to a" point. 
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Th^s we are left witl^the gfe^-test ^ndjiiost fertile fields, 
of mdiistry as the realm of the private manufacturer. 
OiMy, it ap^ars, when thSse are watered the gentle rain 
of profits, w;?! they prodV^e the«harvesl. The enclosed 
fields. around^ the kijivns may yields rich crop^to the co- 
operative consumers ivho ten<J them.# There may also be 
"certain afeas in which municipal entwprise fields the best# 
results? But the stiff stubble land in the open nyiist 
regain the happy “huntftig ground of the commercial 
adv nturer keen on risk in the hope qf gai^, and the best 
that can* be done is to d^wse some scheme of prosperity- 
sharing whereby his hired men may benefit by their skMully 
applied labour. 

Summary. 

The alternative to the so-called “capitalistic production ” 
are, broadly speaking, co-opcyition or nationalization. 
Tin* co-optr^tive movement is an organization of consumers 
aif^ has mad% very greaf progress. But it is impossible 
for consumers to organizt^production in every line of in- 
dustry and this cardinal fact necessarily limits the spltere 
to which co-operatfon can be applied. 

Co-operative societies af producers have been much le* 
^succcsslUl than similar societies of consumers. They have 
not been able to withstand the buffets of economic storm^, 
because they have often been manned by a poor captain 
^d an unruly crew. They have proved themselves weak# 
both fh management and discipline. Thus in the main 
it is.true fo say that the bright hopes that^were entertained 
about fifty years ago for this form of co-operative enterprise 
have fallei^far shorty of realization. 

Public ownership andi control of all the factors of pro- 
riu#tion, while theoretically from «ome points of view a 
good thing, has in actual practice almost invariably proved 
a bad one. If, however, iiistead of nationalizing we 
socialize industry, that is, substitifte joint decentralized 
control for bureaucratic adfhinisiration, the argument 
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is undoubtedly , strengthened. P>ut the workers ^must 
climb into their new status and not usurp it. imd to this 
end social an(i economic education should itdvaiy.ed 
anno'ng the rank and ^le, wh(}- will then be enabled to 
matriculate in the sct^ool of industrial, democracy apd tb 
pursue their studies, in control throiigh Whitley Councils 
and in ownership through co-partnership and capital-sharing, 
fin^illy graduating as complete partners in industry. ,7 
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•THE REMUNBRATION^OF LABOUR 

Industry ercists *14) satisfy hum^n wants. • ^ut these 
Wcftits are effective fn promoting industry oi:\ly in so far 
as thcy'are transmuted into the person oi»a buyer who* 
offers \o purchase jvhjt satisfies these wants at a price. 
Human reeds and desires arc practically in^tiable and by 
education ■‘.an be modified, increasefi and transplanted 
to a higher plane. Such*d^sires are, however, not of much 
account in the business world unless they can be translated 
into terms of hard cash. It is this demand which inspires 
industry. And the most characteristic feature of this 
demand is its extreme unreliability. It* varies from time 
to time, from industry to industry, sometimes capriciously 
ceasing altogether and preferrmg some new attraction, 
as^in the ^cfmain of fas^iij^n and luxury commodities. 

The pace of industry is determined *by this unsettling 
clement. Industry prospA’s most continuously when it 
follows most closely the manoeuvres of demand. To do so 
it must assume some of the qualities of demand, it must be 
mobile, adaptable, and clastic. Price is the harness that 
•yokes tRe two together and the more capable of variation 
price is, the more are the two likely to keep equal pace. 
Now the elements in price are many and variable. Some 
orf the^l arc wages, cost of raw material^, taxation, overhead 
costs, selling costs and profits. The two chief are normally 
wagSs (including salaries) and* the cost ofimatcrials, which 
again largely depends ®n wages. If these two arc elastic, 
industry will be enaAiled to follow demand and live and 
prosper. When industi^ has failed in adaptability in 
the*past it has meant loss of profifs and often insolvency 
to the employer and either unemployment or reduced 
wages to labour. If we do not ta^e steps to meet the 
fluctuatid^s of demand we*];^ave simply to suffer the 
consequent dislocation. 
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Now a fixed, rigid standard ral^ of wageb means so far 
an inelasticity in cost of production. It limits Ihe Extent 
to which price can vary in order to meet den and. ’Fhc 
building trade from 1909-14 '^as very much depressed. 
Demand^ had practically disappeared, profits we’-e at 
zero, wages remainedVigid and unemi>l'jymenl was common. 
If it had beer possil^le to reduce W'ages and build cheaper 
houses it is certain that demand would have been stiUiUlated 
and the trade busy. As it is, the war added other five 
lean years to a long period of depression and consequently 
the building boom confidently rnticipated for l917 v/as 
furtUer postjioned with the disastrous consequences we see 
to-day. The point here is that it is very desirable to 
introduce as much adaptability as possible into the supply 
of utilities. 

Time wages still further unsettle the co its of production. 
They bear no relation to work done and consequently 
introduce into price an arbitrary and incalculalde element 
which makes il quice impossible to fc^dow the up.s and downs 
of demand. Time spent in the works or at the job is paid 
for almost irrespective of the service rendered and it simply 
means that the employer discharges as soon as possible 
the less capable man. It gives no incentive to produce, 
it takes no account of greater skill or harder w^rk, and 
gives no inducement to the development of individuality. 

It has always seemed strange to the writer to heai the 
arguments advanced against any tax on industry or apy 
governmental interference with its control. The strange- 
ness consists in, the fact that the same argument applied 
to labour carries with it a logical deduction not ilifrequently 
opposed by those who use it. If profits are taxed the 
employer wail have less inducemv.nt to further enterprise. 
The burqaucratic ofhei J in charge of a national undertaking 
having only a fixed salary will take no risks and as little 
responsibility as pos.able. Surely the idea behind this is 
that the manager or employer must be paid in proportion 
to the services he renders, otherwise his efficiency suffers. 
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Theie saigio arguments applied to laboifr surely urge the’ 
neocssit^ of remunerating the wor|^er according to his 
actual prcfluction. 

Furth^ than this, if lab^r is tol^c given the fullest incen- 
tive ‘to prockice it* must be allowed* some of that freedom 
which is claimed as tfie crownitig mcrif of private enterprise. 
Mutual VoH^peration and responsibility foi* the fixing oi* 
piece-rates must t^ikci the place of autocratic admlhis- 
tration. Instead of being asked merely Jo accept and 
obey, tin* v orkcT must be invited in hhe first instance to 
formulate and discuss. •Afso there can be no fre!edom until 
the jierjx'tual dread of unemployment which overshadows 
the worker’s life be removed. 

From almost every point of view some sy.stem of payment 
by results is preferable to a fiat day-rate system. Such 
systems may tjfke as the producing unit either the in- 
dividual or a gang. Where both are equally possible 
tl^ere can*fcm^no doubt ii%to which is the more desirable. 
Where individual output can be measured payment 
accordingly is more condiMve to effort than team piece- 
work. In the case of the latter there are two questions 
involved : first, tlie deteimination of the output bonus 
rate, and, .second, the ^bdivision of this bonus among 
the individual members of the team. Individual piece- 
work tackles the latter question directly and is therefore 
not«troublcd with the former. Inequalities* as between 
mcmljprs of the team are directly •calculated and one* 

frequent «ause of dissatisfaction docs not exist. ^ 

• • 

Exceptidns to Pa^rment by Results. 

But thci^ arc casts where it seems impossible to apply 
any system*of payment*by results, apart altogether from 
th^ present opposition of British febour to such systems. 
Doubtless the continued advances made in mass production, 
standardization and specialization w^ll in the future enable 
exact m#isurements to be nia^e of work which at present 

^ This question is treated in more defail in Chapter XVI. 
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defies calculation/ Conditions unfavourable to the appli- 
cation of a system of payment by results exist where 
different shifts 'are employed on the same Wbrk, as in 
soap works, where vats *kre kep; boiling for‘^ number of, 
days. Again, where a great variety of different grades of 
workers are employed on different, uidneksurable services, 
*as in the gas and electricity industry, in which case it is 
impossible to distinguish the*" several contributions 'bf the 
various classes^ of workers ranging from stokers to meter 
readers. This fact,* among others, explains why profit- 
sharing has"" achieved its greatest success in gas undertakings, 
while in other industries only a very small number of firms 
have adopted any form of profit-sharing. 

Apart from the fact that the conditions in certain 
industries render payment by results inapplicable, there arc 
certain classes of workers in industry whWse contributions 
to the final product arc by their very nature incapable 
of definite measurement. Such ipen as exerrise-shpervisory 
functions, from tlie general manager to the foreman, 
obviously cannot be paid on»u piece-work basis. The ^ 
one exception to this is the sales manager and his staff. 
The others — ^managers, employment -men, welfare workers, 
Buyers, credit and accounting stafi, research staff, advertise- 
ment experts — obviously cannot have their individual, 
contributions measured. Their services to the business 
consist in tlie exercise of judgment in co-ordinating the 
various activities of the undertaking and in exercising 
discretion when occasion arises. The work they perform 
is not fixed; it constantly' varies and requires freqtient 
adjustments to new conditions and problems, “being the 
organization of the whole, it cannot ^be severed and dis- 
tinguished into the respective flidividual contributions. 
As their activities direcily affect the profit that will acdfuc 
to the business, a scheme of profit-sharing is particularly 
applicable as being in, reality the nearest approach possible 
to a system of pa^yment by ^e^ults. 

Still another class ofVorkers cannot have their products 
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defifiitelj^ measured, tlTough fo§ a dilfereflt reason from tkat 
wijich japplies to the jnanagerial staffs, i.e. where work 
cannot readily supervised because theVorker ha%to go 
to the j«b mstead of thi job cdhiing to the worker. ’ To 
thi? class tlie twoladustries belong Vhich empl®y,in Britain 
the largest numoerVf workers. Agiiculture gmd building, 
the twb primitive industries, cannot reanlily have an>^ 
sjy7stei*n of pa 3 nneijt Jiy incftvidual results applied. *The 
product is merged in the whole, the work is npt standardized, 
it is carri d on in various places af different times and 
supervision is difficult.* terlain exceptions to this exist, 
es])ecially in the case of bricklaying, but these are not 
important. In the main, these industries have escaped 
bv their very nature most of the movements associated 
with the Industrial Revolution, and "cannot as a con- 
sequencT have systems which these movements (mcouraged 
readily adapted to them. This*applies also to the repairing 
trades, tTi* delivery njeg, and in general to unskilled 
labourers. 

Objections to Payment by Results. 

With these exxeptions, it is possible to pay labour 
according to individual effort. Where the alternate 
I methoSs of profit-sharing and payment by results are 
equally possible, there is no doubt that the latter conduces 
more to individual efficiency. But payment by results 
Jias a great many enemies, not all ofVhom are among the 
employees. Employers frequently complain that on any 
piefce-work system there is* a tendency to neglect the 
quality o*f work. Th^ worker is concerned with quantity 
produced,* not with conserving tools and materials and 
producing *work of a ^ligh standard. Close supervision 
is*nccessary, with consequent increase of expenditure in 
order to counteract this tendency. But the greatest 
opposition comes from the side of thg workers, who maintain 
that any scheme which differqjitiates between the capacities 
of different men tends* to destroy the co-operative spirit 
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inm works, and outsidii it breaks up the solidarity, of labour 
organizations. Agaip it leads tc? over-speeding .labour; 
the worker, knowing that the contents of his pa^ envelope 
depend directly on his effort, will 'strain himself by'^ttempt- , 
ing, perhaps, as in soirfe known cases, -tA work during' his 
dinner-hour. Even where thfe desired^^end is attained afld 
'the worker produces his maximum output and earns high 
wages, there is always the danger that the employer will 
cut the rate. This he can do quite readily by making some 
insignificant change 'in the process and using thiif as an 
excuse for revising the standard. ‘ ' 

These are strong objections and have led more than one 
trade union to reject entirely any system of piece-work. 
The position in Britain to-day is entirely anomalous. 
In some strongly organized industries pajmnent by the 
piece is enforced by the trade unions. This is the case 
among the cotton operatit^es, the coal-miners, the boot 
and shoe operatives, the glass workers, the steel’ smelters, 
the tailors, and the lace makers. On the other hand, the 
Amalgamated Society of Carpenters, Cabinetmakers anti 
Joiners (now merged in the Amalgamated Society of 
Woodworkers), the United Pattern Makers, the National 
Amalgamated Furnishing Trades Association, the Piano 
Workers Union (and recently the newly formed Amal- • 
gamated Engineering Union, composed of eleven unions, 
of which the A.S.E. was the best known) have all rejeoled 
the principle of pa 5 hnent by results. In an extremely 
drastic circular issued early in 1920 by the first named 
society, it defineL payment by results as any sptem'by 
which bonuses are given, whether these are termed “ time 
keeping bonuses,” ” merit bonuses,” '■or sums «of money 
paid at the end of the week in addition to the amount of 
hourly wages earned, ft is not permissible for its members 
to aecept any kind of bonus, and district officials of the 
union are urged to be, on the watch and to take drastic 
steps under the mles agaiqsi; offending membels. The 
Furnishing Trades Association and the Piano Workers 



THE eemunerati<5n of I|\ibour 45 

Union recently demanded tli^ abolition of payment fey 
results. ^ The A.E.U., in a ballot they took on this question 
in April, lft20, voted strongly against it. "It would qpt be 
,true to sfty«!hat these umons arff utterly opposed to *the 
principle, ki the*main their objertion to it ij concerned 
wilh what to a large extent*is simply the machinery of 
its application. And again the employers ^n some cases* 
have made the accept g nee of payment by results the (Con- 
dition of the consideration of otlier grievances relating to 
overtim(% Sunday labour, and various*working conditions, 
including the 44-hour m-A;, while certain employees urge 
the necessity of a guarantee against unt'nipl() 5 nnent*as a 
preliminary to agreement. In short, the question of pay- 
ment by results has become a weapon of policy and is not 
at present being judged solely on its n!erits. The vexed 
question of trade union administration, particularly the 
scope and power of the Distriiit Committee, is also com- 
pheating dke problem.^ fmployers as a rule are insisting 
that any firm which can agree upon a System of payment 
with its own workmen sluil be free to introdiue it, subject 
only to very broad safeguards introduced into the natiftnal 
agreement. This means that the power of the District 
Committee, which has hitherto been the normal unit htr 
the regulation of working conditions, including jiayment 
by results, would be greatly undermined. 

'{his official opposition does not mean, howler, that the 
«ystm is not in vogue. The curiousf position exists that* 
whereas payment by results in one form or another has the 
assent of the workers in pracfice, they arc not prepared to 
vote as a*body in its favour. A great many of the A.E.U. 
members work under some piece-work system, but voting 
as a union*they condctlined it by a four-to-one majority. 
TBis anomalous position can rem^iin only as Ipng as the 
attendant circumstances remain a matter of dispute. In 
striking contrast to these unions is the recent action of the 
General^Workers’ Federatioti^ At a meeting in London in 
March, 1920, the Natioryil ConfereilCe of flie unions affiliated 
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to the kationai , Federation of General Workers a^eed 
to recommend the adoption of the principle oi payment 
by results in the shipbuilding arid engineerings, industries. 
Thus** from the present-day tra^e union poiip; gf view it 
is still a matter in dispute. In Germany to-d^y it is being 
urged by" economic tCiinkcrs^as the nfcessary prelude to a 
trade revival, 

<- 

That a system of payment by results accompanied by 
safeguards resting upon a fair 'and carefully ascertained 
basic rate, wficrcby the worker is compensated for his 
direct cont"*ibution to output, wiM prove more advantageous 
than any participation in the profits of the business as a 
whole hardly need be stated. It is almost self-evident 
that when each man knows he is paid according to his 
personal efficiency, regardless of the output of others or 
the profit made by his firm, he is gettiFg the strongest 
possible inducement to produce his maximum. If he gets 
a share in the profit this docs not obviate tlie necessity 
of considering the same question. V/hat proportion of the 
profit is each worker to get ? , If he is paid on a time 
basis and he gets the same share as others there is little 
or no inducement to produce more. Merit or desert must 
b? considered in any equitable scheme in any case and 
payment strictly according to this must in the long* run be , 
the fairer method. 

Much of »^.hc constant bickering that arises over '^fhe 
fixing of prices, sundries, working-out, determination of 
standard times and such like is due to the fact that attempts 
are made to fix standard timec. and rates before the process 
itself has been standardized. The first necessity is to 
study the process, not merely from the j)oint of yiew of the 
time actually taken to perform iit under the conditions 
of the moment, but to .investigate the elements involved 
in it, to (letermine the best method of doing the work 
most rapidly and with least* effort, and on the basis of 
these standardized a\id therefore predetermined and 
normal conditions **10 fix a r£tc or a time that can stand 
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until ^ome radical alteration ta^es pl^ce.. Only when th^s 
is done wfll the rate-fixer’s job be put on a permanent 
an?l scieiTtifipc basis. 

Summary.' 

Industry exists to satisfy effertive demand. But 
demand, as human wants, vafries greatly and much m®re 
s(rdo(". eflectivc or economic demand. Price is the point 
at which demand and supply meet agd ui5ess it adapts 
itself to the many conyokitions of demand dislocation 
is certain. Supply costs determine supply price •and 
the chief of these costs is the wages paid for labour. 
Out])ut and labour can be knit together only by a piece- 
work system. This stabilizes charges much as the sliding 
scale stabilizes real wages, the one fixes labour costs and the 
other purchasing power. , 

Certain U(;cupations by their very nature are unsuit ed 
fof a system efi paymeftt by results. Where work is mental 
rather than manual, wheiy it is continuous or exceed- 
ingly varied, or where supervision is difficult, conditions 
unfavourable to calculability exi.st. 

Employers have taken, the lead in advocating the eX'^ 
J.ension f)f payment by results. This is due to the fact 
that it is always to the employer’s interest to increase the 
outpjit from the given labour-hours for whi(di he pays. 
T^ decrease output he reduces his labour-hours by dismissal 
or ^(JVt time. But increased output per hour worked 
may .or may not be to the imirihdiate interest of the worker 
as produce?- ; it must always be to the interest of the con- 
sumer. Hegice the public and the employer may find their 
interests ranged against those of the wage-earner. 

• ftate-cutting, over-speeding, thcfi*ngof unjust standards, 
poor quality of work, neglect of economy, and the disin- 
tegrating effects on trade lifiionism are all incidental 
objeefioni, and can be obviated by a scientific analysis 
of processes, accurate rate-fixing, propei' sujiervision and 
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adequate bonusc^s fcf economy, and above all joint rs^spon- 
sibility for the price schedule. The effect of payment 
by results on file immediate demand for laboilr only adds 
still another reason for file settlement of the crticial question 
of unemployment, on' the solution of Mich depends', to a 
great extent, our whole economic future. 
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Piter II-PROFIT-SHARING 

CHAPTER VI 

GENERAL CONSIDERATIONS 

• • • 

Profit -SHARING is a term of very var 3 nng, significance. 
Normally yie profil a business makes is divided out among 
a great number of indi'wdfials. One of the dtfficulties 
in defining profit-sharing is that the term " profit ” has*no 
universally accepted nu'aning. The main necessity for 
our purpose is to get a clear definilion, and to work from 
that as basis. Profit is that surplus whihh remains over 
after all working tixpenses (including wages, salaries and 
allowance for depreciation) have«been met. It therefore 
includes inferest on c^;tjJ, allowance for reserve, con- 
ributions to the national exchequer iftid dividends to 
^shareholders. With the exception of that portion of profit 
which goes to the State in taxation the whole surplus i*s, 
under the typical present-day arrangement, credited to 
the shareholders. 

• Consumers share in profits onl}/ through the State. 
Owners of capital receive their quota, and the proposal 
unde* profit-sharing is that the workers “ b^ hand or 
br^iji^should also receive a share. N<5w the terms under 
which this, third party is admitted to a share in profits 
may differ greatly. The source from which the claim is 
made, or afternatively t^e parties who propose to extend 
the privileg#, may be either the State or the directors 
acting for tl*e shareholders. Although bills* have been 
introduced and mgny private individuals have advocated 
State encouragement for profit-sharing, nothing has yet 
been done in this connection.* Norton the other hand, 
have any %rade union organisations demanded the intro- 
duction of a system of profit-sharing.* Tra*de union leaders 

n 
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^have indeed dcma^nded /cr theii members a sliar& of the 
profits, but they have always preferred it in the form of 
increased wages. When profit-sharing has Ix^en suggested 
to them they have i»sually #been apathetic and critical, 
and not infrequently bitterly opposed to its introduction. 

At a time wheh labour is inclhied to look everj gift 
horse in the, mouth' it is surprising how many profit-sharing 
srhemes are still coming itito existence. Even fne much 
more direct, system of payment by results is officially 
opposed by many unions, however much permitted and 
even welcomed by workers 'as ])rivate individuals. The 
promoters of profit-sharing schemes are almost invariably 
the employers of labour, and this fact is significant. It is 
significant for our immediate purpose in that it means 
that the employer usually shares his jirofits with his work- 
men in terms which he himself dictates'.* As the* (‘mployer 
proposes the scheme* he has the first chance of moulding it. 

There are two clear and distinct ways of sharing profits. 
The first method is “according to profits,'’ the second is 
simply “ out of profits.” In* the first case the extent of 
the workman’s share depimds on the amount of profit 
earned in the business; in the second it does not. In the 
first case the worker assumes the position of a junior 
partner in so far as his total remuneration depends on wha^ 
the business earns. He not only shares in the profit, but 
his share is directly determined by the total amornt of 
profit. In the sccxind case the worker receives over j’ud 
above his normal wages an arbitrary sum which bears no 
direct or known relationship to profits. This sum is 
arbitrary only from the lack of any fixed proportion it 
bears to total profits ; it may or may not be arbitrary from 
the point of view of other items such as outpui or sales. 

Only where the woiker's share is determined by direct 
relationship to the profits earned by the business in which 
he is engaged does the scheme come under the technical 
designation of profit-sharing. This may be defined as 
“ an agreement between employers and employed by which 



GENERAL CONSIDERATlOip 51 

the majority of the employees ftejcive, jn addition to their^ 
wa^ 5 , a predetermined share of the profits realized by the 
business in '^hich they are engaged.” * In «all cases it is* 
assumed thati*the workersVfirsl r<*;eive the full weekly 
wages ^)f their tgrade^^d craft and that the share, of profits 
is ai:paddit ional porf ioif of their t«1 al ren^ineration . Second , 
a specific Agreement is implied, but thistigrecmgnl may bind 
janly tli^ employer ami huiily ito specific obligation on the 
part of th * workers. Tiiis*agreement may i]^t be legally 
exec uted but may simidy be morally binding. 

Again, if only a few of th^ heads of departments receive 
n bonus according to profits, it cannot be said that^he 
firm has a plan of profit-sharing with its employees. To 
admit as jirofit -sharing every case where a firm gives to 
anyone outside tlie owners of the business*a share in profits 
would be to inclufh' a kind of scheme which has no upper 
limit. The question would be ” Is the particular manager 
who receiv^.this profit bonjis (possibly m shares) an owner 
tr merely a paid en^loyee ? ” It becomes necessary, 
tluTofore, to fix some limit# A special commit tee of the 
International Congress on Profit-sharing fixed this limit*at 
” not less than 75 per cent of the employees.” The United 
States Bureau of Labour Statistics, apparently thinking* 
ihis tooTiigh, lays it down as one of the essential features 
of a profit-sharing plan that its ” benefits must extend to at 
lcast«one-third of the total employed and include employees 
in^jjjcupations other than executive? and clerical.” If 
less than gne-third come within the benefits of the scheme 
it is* called limited profit -sh^^ing. Whilp it is neither 
possible not desirable to lay down any exact ])erccntage 
it can be stated gtncrally that at least the majority 
of the totifl employed* must be eligible ^or benefits. 

than this nymber may actual^ benefit through non- 
fulfilment of some necessary condition, but at least the 
majority must be open to benefit under its conditions. 

Sharing out of profits may*take a freat variety of forms. 
It may be a bonus oiy output, » commission on sales, 
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a t)onus on quality of qmput, or on savings effertcd in 
piodiiction. In short, any remuneration the worker 
‘receives over *:md’ above his wages must ultimately be a 
charge on profits. Ifids truckithat under ’such a systepi 
the fact that the worker sliares in p^efits may itself cause 
these ])rofits to nst^ so that ultimately die worker receives 
only what ^le mairt's or a portion thereof. This is true 
also of bonuses on output, v\hether calculated on iitilividual. 
or team output, but in this case he is paid not in accordance 
with the profit finally nsalizod but in some proportion to 
the effect his extra productiofi iv expected to make on the 
prdnts. In the case of output bonus schemes the worker 
first contributes to the output and is then paid in accordance 
with his extra contribution, while in the case of profit- 
sharing h(^ first contributes to the profit and is then paid 
a certain portion of the profit realized. ♦ 

These two methods of remuneration are quite distinct 
and appeal to different human motives, and .clin therefore 
be treated separately. In the first place we shall take up 
profit-sharing as it has beer defined and consider its^ 
advantages and disadvantages. 

*The Evolution of the Idea. 

The idea of profit-sharing is of course a very old one^ 
dating from the time when produce-.sharing was practised 
in agriculture, fisliing, and mining. Relics of this firmer 
method still survive in the share of produce often granfed 
to the workers in these industries. But tl^e modern 
development of large-scale '|iroduction and the separation 
of employments has rendered it impossible of extension, 
as the goods produced by most industsial workers are useless 
for direct cbnsumption. This specialization ' of function, 
with the, consequent growth in size of the industrial ihiif, 
has meant the depersonalization of industry. Interests 
as well as employments ha\^ been narrowed, concentrated, 
specialized and distinguished so that capital alid labour 
each engaged in‘ the tame socia} function of ministering 
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to material needs have chme ta regard thejr interests as in 
opposition And each to claim a liger sliare in the common 
proceeds * oSi production.* Some meafns pf identif 5 dng, 
their interpsti? must be so^ight. Jt is to fill this eW- 
widening gk'p,that ^jofit-sharing schemes have come into 
being. 

‘ The idea of profit-sharing was rccogtiized alrfiost at tlie 
birth of* the Industrial Revoli^lion. For instance, Turgpt 
1rri775 promulgatecf tlic Mea, and it is claimed that as 
early as 1795 a scheme was introduced in\^) the Pennsylvania 
(ilass Wofks, New Genev^.Wyy Albert Gallatin, who after- 
wards became Secretaiy to the Treasury. There wc're 
certainly exi)erimeiits along the lines of profit-sharing 
in England in the early part of the nineteenth century. 
The Irish Owenite Community at Ralahine^ Lx)rd Wallscourt 
on his Irish estate, and Mr. John Gurdon, of Assington 
Hall, Norfolk, all practised so^ie form of gain-sharing 
among tlidi; employees. But apart from these early 
nnd more or Tess conftisecf cases, therc*is no doubt that 
Leclairc merits his title of the father of profit-sharing." 
The other outstanding schemes of historical importance are 
those of Henry Briggs, Sons & Company, Godin's Iron 
Foundry at Guise, and the South Metropolitan Gas# 
jCompan^. 

There seems to be a clo^e connection between periods 
of ii]pustrial unrest and the inauguration of pyifit-sharing 
sdicmes. In periods of industrial unrest, when employment 
is baef labour agitation naturally concerns itself more with 
wages than profits. It woukl seem that allied to the 
condition f)f unrest must be a time of good trade when 
employmenj is gooc^ and profit.', are abnormal. During 
the period industrial* upheaval from 188^92, both in 
Ihi* country and in America w’e find a great extension of 
this movement. *Again during the years 1912-14 we have 
another recrudescence. It di»l down during the war but 
sin cc*thei armistice a great i*umbert)f new profit-sharing 
schemes have been introduced, pn pfevious occasions 
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when trade became quieter «and eihployment fluctuated the 
movement lost its vitality and many of tfie schemes 
vanished, and do-day we see the same feature?* recurring. 

The Criterion oi Success. 

In estimating the degree of suhcc^s of any scheme 
two things must be kept in mind. First, muett depends 
or. what it was designed tb do. A multitude of Reasons 
have been given at different times for starting such a 
scheme: some selfsh, others unselfish, some livpocritical 
and some genuine. Many stliemes have been designed 
mef'ely to increase profits, while others have been no more 
than devices for disbursing “ conscience money." Wlicther 
any particular plan has been successful or not must depend 
on the purjiose of its introducer, and whether it is to be 
commended or not depends on whether that purpose was 
a good or a bad one. Second, certain of these schemes which 
may have succeeded in the past under particular industrial 
conditions may fail miserably in th> jirescnt under totally 
different circumstances. Chi f among these industrial 
conditions is the attitude of labour, its degree of education, 
its political and economic power, the extent of its clas^,- 
' consciousness and the special direction of its aspirations. 
These considerations have all to be taken into ’account 
in deciding how far particular schemes have been successful. 
For it is net enough simply to show that the plan is* still 
in operation to prove it has succeeded. It is no proofjMt 
Mr. Jones has succeeded simply because he is alive at 70 ; 
he may only have succeeded in living and failed utterly 
in cv(Ty purpose he affected. 

In judging of the success of any seheme it «nist always 
be kept in mind that the great mass of men'Vill follow a 
strong lead. Some schemes have been eminently succe51;ful 
just because their initiators were men of strong and attrac- 
tive character who could haVc got their employees to follow 
them with enthusiasm in almost any dircctidn. It is, 
therefore, necessary tc* separate as far as possible the plan 
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from i^s architect and td judge ^lie lojpncj on its intrinsic 
merits and hot on the reputation of its creator. 

Ih“the*ye>^r 1919 thcrc*were, in Britain, #trade disputes^ 
to the nuipbfl' of 1,413, i^^volvin^ 2,500,000 people and 
tlie loss of 34, §00,000 .working days, ki 1920 trac[,e disputes 
nuigbercd 1,715, •mVolving ^000, OOo workpeople and 
the loss ef 27,000,000 working days.* There, is therefore 
clear evidence to convince that industrial unreet 
verv real thing. * Chincident with tj^is we have 
the usual 'Top of palliatives in th# shape of gain- 
sharing schemes. There i,s,«is already remarked,* a causal 
relation between them. Attempts at profit-sharing ^re 
often planned with the specific intent of curing the 
industrial trouble. Sometimes an annual cash share of 
profits is given in the hope of placating kbour. Nothing 
more futile couidtbe imagined. Profit-sharing can never 
be a substitute for good wages, or healthy conditions, 
or shorter Incurs, or a share in the control of industry. 
The aspiration^ of labchir are to reduce ^r regulate profit 
rather than to share it. It ^spires to introduce democracy 
^nto industry, to stabilize wages and employment, to gifln 
freedom and to consolidate its power through its trade 
unions. Cash profit-sharing by itself militates against* 
them all* It makes the worker more dependent on his 
employer, the direct labour charges arc often not 35 per 
cent 8f the total cost of the product, and in consequence 
65 per cent of the cost, the selling piice, and the profit 
is (ietermined by the work of others. Thus labour has 
simply to accept the statemeiA of its employer that the 
profit was ss much and this much to the extent of 65 per cent 
was beyond the con^of of labour. It depended on the 
firm’s sharehftldeis, the directors, the general manager, 
the ^secretary, the works' managors, the departmental 
managers, the superintendents, the foremen, the charge 
hands, the buyers, sellers, travellers, and agents, and on 
the gSner^l fluctuations of •trade •which are beyond 
control. Thus labour become^ dej^ndeift for its total 

5 — ( 183 % 
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rf^tums on its supqriors and we are further thaij, ever 
from a slate of industrial democracy. 7'his criticism 
i’ightly con(eiv-ed does not mean that all profit-sharing 
schemes are futile, but only th it no employer need hope 
to cure the disease of industrial disconbmt by the introduc- 
tion of a profit-shaiing scheme. Industrial unrest is.jiot 
merely a question of wages ; it is probably more a question 
(d‘ status and control, and e^tra remuneration in whatever 
form is not a ^t cure for the trouble. It may and probabr>^ 
will be, once the charger question is settled, a necessary 
corollary of the new orientatiop of control, out taken 
alone (and this is the present point) it is useless for the 
purpose of settling the industrial problem. 

Again, remuneration fluctuates more than ever as it 
follows the fortunes of the business. This is most upsetting 
where the income is small and the needs and desires un- 
developed. The man who, lives near the poverty line for the 
greater part of his life is demoralized if he gets suddenly 
more than usual ‘and starved if h^ gets less. To put it 
another way, money to the^tUverage manual worker is 
effective only so far as required to provide for the needs of 
himself and family. Beyond this point it fails to exert any 
great influence. Generally speaking he does not save, his 
desires are inelastic and rigid, his pleasures are few and 
inexpensive. He has never had anything to spend except 
on necessities — food, clothing, and a house — and once these 
wants are satisfied he is rather at a loss to know what to do 
with any balance. That is why it often happens tlTcit the 
higher a man ’sewages the less he works. The reward equal 
to his work but greater than his needs tends tc make him 
slow down and eventually leave oif. , Money is only useful 
for what it tan buy, only a miser^ values it fon its own sake, 
and the worker havixg no experience in buying beoausc 
he has no cultivated tastes to direct his buyng, cannot 
spend his money and consequently may be pardoned for 
thinking himself just* as well*off without it. 

Undoubtedly bne of the' great social tasks of the future 
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is to stimulate new desires <»r^ the part of the worker. 
Already life worker has demanded and been granted a 
shdf^cr N^orking week, fhe significant facrt here has J^een 
the point he emphasized ir^makingfhis claim. He has ifot 
asked so much for nK^rc leisure to dewlop himself as simply 
fort fewer hours ofVvork. Qf course each implies the 
other, but the point is full of signiflfcance. *l*f the chief 
claim csf labour had been foi* positive freedom from tiic 
sFiackles of routine we shbuld have no nee^ to question 
whether he would make the fullest and highest use of his 
leisure. His claim has luf'C* to work less, not t& develop 
more. The present position is therefore critical. •On 
whether social agencies, educational or religious, induce the 
worker to invest his leisure, or fail and allow him to 
squander it, depends to a great degree the^uture prosperity 
of the race. 

These arguments apply cquallj^ to the stimulus exerted 
on the wofl^er by a high weekly wage, but when you 
consider the hature ^f profit-sharing ^ith its deferred 
payments, annually or semi-annually, these arguments 
'carry their greatest weight. All real profit-sharing impBes 
deferred payment and the bait of a possible £10 gift at the 
end of twelve months has very little attraction for the' 
ordinary’* man. In 90 per cent of the cases it will not 
frtfluence Ids action during the intervening eleven months by 
one iflta, and in the remaining cases he will prtbably con- 
sider that the bonus could well be adde^to his weekly wage. 

Casii profit-sharing is therefore no panacea for industrial 
discontent. It docs nothing *10 impjove^ the status of 
labour. Judged by itself it simply means the possibility 
to the worker of a varyin*g, uncertain, problematic, deferred, 
uncontrolled • extra to his ordinary remuneration . As 
conmionly in operation it first safeguards the interests of 
the ordinary shareliolders and does not improve the position 
of the worker as a mere incMental employee. It does 
nothirfg significant to remove the e\fer-obvious, thought- 
provoking contrast between the rich and th^ poor. It seeks 
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iperely to grant fipa^modiq doles t6 the poor after tl^e rich 
have been guaranteed their returns. The woricer cannot 
feel, he has noldy earned it because to the extcnt^of a\)6ut 
three-fourths it has bhen ma^e by others, r and to the 
remaining , extent ;s *• a common coptributv)n to which 
his individual efforts wer^ merely ‘in' insignificant ;uid 
incalculable i+em of Assistance. 

Summary. 

A share in profits has always been an offer by employers 
rather than a claim by trade unionists. The* initiative 
has*' come from capital and the criticism from labour. 
The share may be in direct proportion to profits or simply 
a gift, or again in relation to some contributory item to 
profits as output; sales, prices, or economy. The technical 
definition of profit-sharing limits it to the former, but in 
the popular mind the terpi is associated with almost every 
system, apart from payment by individu'itl rcs-uUs, which 
increases the remtineration of lab’difA . 

The older forms of prodw^c-sharing were dependent 
on^'the fact that the produce was immediately consumable' 
by the man who produced it. Modern industry prevents 
*this by separating maker and user, employer and employee. 
This follows as a logical necessity from the veiV nature 
of the capitalist system. The bitterest present-day 
antagonisn^ is between employer and worker ; with the 
solution of this preblem the second antagonism between 
maker and user may arise, but meantime the more tffgTnt 
question is how to bridge the'gap between capital and labour. 
Profit-sharing schemes arise in proportion to the acuteness 
of this question and the absence*" of the severe practical 
problem of Unemployment. 

In estimating the success of any profit-sharing scheme 
regard must be had to the purpose for which it was 
introduced, and to the» circumstances of its birth 
and particularly its ‘'parentage. It may be stvted' quite 
definitely that a*' mere, syst'em of cash profit-sharing never 
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yet cmred industrial unrest. lf»the worker claims a share 
in tl;e prosperity of industj-y he wants it as a regular, assured 
weekly payitient and not as a problematic shhre of a possible 
profit. Profits depend on^many Ahcr factors besides his 
efforf, they flactuatt^or reasons beyohe^his comprehension, 
and in any case payment is a-emote and defprred. For 
these reasons profit-sharing by itself can nevei»be a panacea 
for industrial unrest * 



CVIAPTEi^^ VII 


\THE DIVERSE AI^S , 

Among the (Afferent Viiotives that have prompted employers’ 
to introduce profit-sharing schemes there is no real principle 
of agreement They range from pure altruism to gross 
egoism. Between ‘the two extremes there lies the hybrid 
motive of altruistic egoism — w’ho^e profits arc scared with 
the' workers in the expectation of increasing largel}^ the 
sum total of profit and hence the share accruing to capital. 
Most innovators have shared and some have realized this 
hope, and the Vast majority of schemes come within this 
category. 

Of the purely altruistic schemes it is not necessary to 
say much. They come within^thc spliere of .p^nilanthrojiy 
rather than of business and usuafjy pass in the process 
of time info the form of co-operative societies. Perhaj)s 
the best example of this is the case of William Thomson 
& Sons, Ltd., Woollen and Worsted Manufacturers, 
’'Huddersfield. In 1886 Mr. George Thomson changed 
his private business into a society under the Ihdustria.l 
and Provident Societies Act. By the rules he became 
general mafaager for life at a fixed salary. After allowing 
for the usual charges, including a 5 per cent dividend to 
capital . the profits are divided equally between the employees 
and the custonicrs as a dividend on wages and a dividend 
on purchases. Another scheme introduced frbm equally 
disinterested motives is that of Messrs. J.,T. apd J. Taylor, 
Ltd., Woollen Manufacturers, Fatley. In this case the 
employees in their dduble capacity as profit-sharers ♦-anti 
shareholders draw about three-quarters of the company's 
profits. 

Schemes introduced mainly for obstructionism^ purposes 
can similarly be dismissed with a few words. Perhaps 
60 
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the most celebrated is tte castf Henry Briggs, Son & Co., 
Ltdj, of the Whitwood aryl Methley Collieries in Yorkshire. 
This schemfc was the first and most celebrated of al^ tht 
jsarlier English experimcnis. Its Avowed purpose was* to 
crush the growing itrade union movement. .In this it 
eventually failed. I'his scheme stands in a class by itself, 
because bf the purpose that animated*!! and because of the 
particularly bitter almosphS:e of industrial strife into 
which H was born. Case's, however, are known where the 
benefits ajcruing under a profit-sharing scheme have been 
set against the possible atl’^hintages of trade uniohs and the 
employees have been asked to accept the one and reject 
the other. In these cases the attempt is not so much to 
crush a trade union as to prevent its extension into the 
business concerned. For instance, in introducing recently 
a profit-sharing Scheme into his firm the chairman of the 
directors is reported to have iv^cd the following words: 
“ I particiflarly wish to cnyhasize the loyal attitude of the 
staff on the question of trade unionism? As many of you 
are aware the trade unioit movement has recently been 
exceedingly active in our trade, but at a meeting of*the 
staff held a few months since, when I appealed to them to 
wait at any rate until ttiey knew what the shareholders 
, and directors would be willing to do for them under the 
.scheme now propounded, they unanimously decided so 
far ^as the warehouse and counting staff is (!Oncemcd to 
refrain from identifying themselves with the trade union 
movemei\^." 

This attitude is to be deplored for eve^ reason. First 
it jeopardizes the scheme by pitting it against the possible 
benefits of^nion organization; second, it rightly alienates 
organized lUbour and Itads it to suspect the intentions 
bekind other profit-sharing schemed 

The IVQxed Motive. 

In* th^ business transaction of exchanging, both the 
giver and the getter expect to gain. • Thaf is the essence of a 



62 


SH|\Rlwli PROFITS WITH EMPLOYEES 

business deal and thr deal, is the essence of business.# And 
so it has been in the main with profit-sharing; the employer 
in parting with a percentage of the profits has expected 
to' gain an equivalent irf^ervice./^ The Labour Bureau of the 
United States investigated in 1916 ah the profit-sharing 
plans known to be in operation in Aai country, and of 
all the employers 'interviewed only three stated that' 
thffir primary intention WcCs to (livide profits cc(uitably 
among their e/nployees " as a matter of justice, irrespective 
altogether of hoper of increased efficiency." In the vast 
majority 'of cases, wliile soclah and humanitarian con- 
siderations have not been absent, they have not been the 
controlling motive. The equivalent in service has been 
variously designated. To some it has meant loyalty and 
goodwill. The 'giving of a share in profits has been 
expected to call forth from the workers* harder and more 
concentrated work. This has been expected because it 
means that the worker is serving his own intcfiests: he is 
working for highdi profits and therefore a bigger share to 
himself. This he can do in at variety of ways, by harder 
physical exertion, by greater mental concentration, by 
more regular time-keeping, by more continuity of service, 
'by greater contentment and intcpcst in his task, by saving 
materials, tools, machines, light, and generally 'assisting 
in cutting down as far as within his power the overhead 
charges ; by> showing a good example, by gently stimulating 
the sluggards, and by the ready adoption of new machines 
and methods. Hence the total result of increaseef pro- 
duction for the, community, increased return to the share- 
holders, and increased remuneration to the workers. Such 
is the picture presented by enthusiasts, and a ‘^tudy of the 
actual results will show to what admail extent^these claims 
have been realized. 

Profit-Sharing and Labour’s Status. 

So far we have (Jivided »the claims of profit-sharing 
into the positive and the negative. In the latter case its 
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claim^was to solve labout unrest J)y knjttii;g up the interests 
of capital 'and labour in the common pooling of profits. 
This*claifn, as we saw, is entirely unfouhded^ but more tha« 
that, it iststrictly illogicaU 

The cure ft)r any^cjisease must have some relation to the 
ca^se of that diSea\e. Tlios^ who fancy that in profit- 
sharing ^we possess an infallible antfdote fqj* *the present 
mdiisti’ial diseases neglect thft elementary fact. The r«ot 
cause of present labour troubles is not money but status. 
The huge expansion of the business unit and the extensive 
use of nitj;hiiiery have Jacitli tended to destroy personal 
rclalioiishijis and consequently to dehumanize indtfttry. 
The modern developments of industry have separated 
employer and employed, producer and consumer, and tended 
to destroy craftsmanship. Modem education and its 
concomitant dewlopments in class-consciousness, crystal- 
lized in political and economic power, have made the 
worker awnjeof his needs, insistent on his rights, but hardly 
yet aware of his obligations. Recognition of these can 
follow onlv on the attainm^t of responsibility. For these 
ills profit-sharing can provide no remedy, as by itseK it 
confers little or no control. The initiative in the matter 
of profit-sharing has always come from the side of the em« 
ployers.* To the worker it has appealed mainly as offering 
extra remuneration, and such unusual procedure on the 
par^*of employers as an offer of extra earnings lias naturally 
called forth a certain suspicion in the mind of the labouring 
man, unaccustomed as he is to receiving offers of increased 
wages. Labour has never ddknandcd any share in profits 
except in* the form of an addition to its weekly wage, 
reduced hours, pa5ffnent for holidays, or some similar 
concession, o 

At first sight it might appear that it increases the status 
of the worker lo make him a profit-sharer. But this 
view is only superficial. A «mall varying sum in cash 
giveii him every year leaves kim unnffoved, except occasion- 
ally to anger. He feels mSre dependent on the firm 
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than ever, his reepoijsibililiy and control over that amount 
is infinitesimal, his mobility is often interfered with^ and 
his ^general feeling of being tied to the firm fS increased. 
If the wage system with r.s uniform standards be 
bad, he feels thaj}^^ profit-sharing, *vith ite fluctuating 
management-created bonusos, is still worse. 

Again, no profit-sharing cash bonus can ever be accept- 
able to labour as a substitute for wagfis or for an iiicrease 
ill wages or for better general conditions. It obviously 
cannot compensate, the worker for arduous, unhealthy 
surroundings, but it may scan, to offer an alternative 
for a higher weekly wage. If a worker gets, say, £4 10s. 
a week and, as his profit-sharing bonus, receives three 
weeks’ wages extra per year, this would work out as eijui- 
valent to a 5s. 2d. rise per week. But if you offer him the 
alternatives of £4 15s. per week or £4 tOs. plus a profit- 
sharing bonus, which in his case would probably come to 
£13 10s. a year, there is no question as to winch he will 
choose. The worker desires an assured income, and how- 
ever much he may gratify th^* sporting instinct ” in other 
directions, he is not prepared to run any risks with his 
weekly wage. Thus, whether industrial unrest be a ques- 
tion of social prestige or merely ^a question of the distri- 
bution of the national income, no claim can be made for 
profit-sharing as offering any acceptable solution. 

The Positive Claims. 

But what of the positive claims ? Does profit-sharing 
increase loyalty^, contentment, production, profits, waste- 
saving and generally develop the team-spirit ? ‘ It is im- 
possible to answer this question without breaking up profit- 
sharing into its different varieties, c These diffenent varieties 
have entirely differenr stimulating power and must» be 
treated separately in estimating their energizing value. 

But in passing two provisos must be made. First, 
it is an entirely erroheous policy to consider the effects 
on a business of the first^few years of a profit-sharing scheme. 



THE DIVERSE AIMS 


65 


The immediate effect may be £ood jind. stimulating ; the 
ultimate effect may be ^deadening and disruptive. Any 
scheme whkh promises higher remuneration to the wyker 
is likely t# be acceptable ter a shoft time. As long as it is 
nov^ it fascinated find stimulates.* But aftef, say, five 
ve€i.^, when its working is understood more clearly, when 
ils limTTs and inevitable inequalities are bspught to the 
surhu:^, the real testing timcl^egins. Taking the technical 
definition of profit-sharing as an agreement between an 
employei and the majority of his worlipeople under which 
the latter receive in addjtifm to their wages a share, fixed 
heforc'hand, in the profits, we find that there have betn in 
England some 380 such schemes in operation.* More 
than half of these have failed. The total number of profit- 
sharing schemes known to have been started in the United 
Kingdom from 1#129 to 1900 was 194. Of these only thirty- 
six were in operation at 31st Oegober, 1919; the remaining 
158 had (^p-sed to exist. ^This is perhaps a truer test of 
the longevity of sucl? schemes than aify consideration of 
those started since 1900.# But a study of the schemes 
started since then reveals the same tendency. In ‘the 
five years 1901-5 some twenty-five schemes were started ; 
of these thirteen have i¥)w (31st October, 1919) ceased tft 
exist, representing a proportion of existing schemes to 
total started of 48 per cent. Of the fifty-five started from 
190$-10. sixteen are now abandoned, representing 70 9 per 
cent of survivals. The next five years fl91 1-15) shows some 
sixty-two^ new schemes, and fifty-one survivals, representing 
82- 3 per cent, while the scheihes started from 1916 to 31st 
October, *1919, numbered forty-four, with 100 per cent 
survivals. , The average duration of the abandoned schemes 
was rather ^ver eight ^nd a half years, buf one-third of 
'thtm came to an end before the •fourth, and qne-half of 
them before the seventh year of the experiment. Of those 
schemes which survive the fiverage dur^ion (excluding 
schemes started in 1919) 'vms only* about fourteen years.' 

* Ministry of Labour Report, 1920 fCmd. 544), pages 9-10, 
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It is not to be assumed th^t all those that still survive have 
been successful, while on the other hand it is certain that 
some of the failures were to be expected. Just as some 
firms change their form und becsme public comptnies when 
on the verge of collapse, so it is pos^fole thit in looking 
around for any loophole of, escape from liquidation firms 
may have introduced profit-sharing. Facts seem to 
inc^icale that the number of such cases is not very consider- 
able, as the total number of schemes which actually 
failed for financial reasons of all kinds was less than 
fifty. 

Again, in considering the actual survivals, which number 
about 182 , certain important considerations have to be 
borne in mind. Included in the above number are thirty- 
six gas companies, and in these cases we have specially 
favourable conditions. The success of iprofit -sharing in 
gas companies is not therefore to be taken in an uncritical 
way, as indicating similar promise in general'' industrial 
concerns. Of the ■^survivals again a certain number have 
gone far beyond mere profit-sharing and have developed 
in Kie direction of workmen’s productive societies, through 
the introduction of co-partnership. In these cases profit- 
ifharing was merely a stage to a much fuller democratization 
of control. 

Again, the mere fact of survival is no proof of success. 
In many cas^s where schemes are still in existence emplovers 
and workers are vei^y lukewarm in the matter. In reply 
to inquiries several have said it is impossible to ascertain 
exact results, others doubt Very much whether any zeal 
in work is promoted. “ On the whole we are by no means 
dissatisfied or discouraged," say Messrs. Clarke,, Nickolls & 
Coombs, London, in reference to the profit-sharing scheme 
they have had in existmee for twenty-nine years. Thus 
we see that, tested by time, profit-sharing schemes have not 
justified the rdsy expectations of enthusiasts. Nor is it 
any more likely that the multitude of schemes being 
introduced at present ivill find a better fate. But it is 
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suggested that we suspAi'd our judgnysnt.of such schemes 
till they hafve been at least five years in operation. 

Tfie sdboijd proviso is that leadersThip in industry^ at 
in political, iiivic or religiipus lifefis an enormous force. 
Carlyle grimly saye.that if you hoid^a barrier in front 
of gne sheep and itiake it jumprf)ver it, the others will make 
a simllttr leap though the barrier Be withdrawn. And 
there i^ a good deal of this in lAman nature. You may otill 
it personal magnetism, inspiring leadership, hero-worship, 
or explain it on grounds of sugges1»on and imitation, 
but the f^ct remains thaj tfce great mass of humanity will 
follow unquestioningly a strong lead. Many profit-sh^ting 
schemes have .succeeded in the hands of such an innovator. 
Leclairc and Godin were such men, and the great success 
each attained was a direct tribute to 4;heir lofty ideals 
and inspiring leack rship. But the great majority of schemes 
cannot hope to be fathered by ^parents of such winning 
personaiitifs. Such leaders could have led their followers 
into almost aftiy plan® of industrial co-§peration, so great 
was their power, but the si^cess of their schemes is more 
a tribute to them than a testimonial to the scheme it^telf. 
Other schemes arc not likely to be so happy in their parents 
and must be judged on their solid merits and their practicaf 
results. 

Summary. 

» 

Profit-sharing schemes have been introduced to serve 
very different ends. Sometimes definite harm was intended 
to organized labour ; sometiiftes, on the other hand, the 
employer .was prepared to sacrifice his own interests to 
those of his employees.* But in the main the profit-sharing 
scheme was intended to ^e an ordinary businefe proposition 
wl^re both sides expected to gain.in the exchange. The 
employee was td gain additional earnings, the employer 
greater production and more (wntented ser^ce. 

In the*previous chapter was pointed out that profit- 
sharing offered no solution tB th^ problem of industrial 
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unrest. It does not, iudged .by itseif, lie in the direction of 
labour's aspirations. Mere profit-sharing may indeed only 
birther increase the feeling of servility in tfie ranks of 
labour. If the worker ^mands,.an increase of e^imings he 
invariably wants it in cthe form of a direct increase of wages 
and not in the form’ of an advance which is contingent^,on 
possibilities beyond ^lis control. 

The immediate and the ultimate effect of a profit-.sharing 
scheme may be very different, and a proper judgment 
can be formed only ?.fter the scheme has definitely completed 
its trial trip — ^in this case a matter of at least uve years. 
Statistics show that over half the profit-sharing schemes 
introduced into businesses in the United Kingdom have 
failed. A consideration of special reasons for failure and 
particular conditions favourable to success leaves the 
general balance of failures untouched, y 

While practical results do not lead one to bidieve tliat 
profit-sharing schemes are blessed with longevity, this 
criterion of success may itself nc questioned. Wliile the 
existence of a heavy infantile mortality among such 
schemes certainly points to weakness, the mere fact of 
survival does not prov^e strength. Lastly, success even 
when attained may be a tribute to the organizing skill of a 
personality rather than to the soundness of the scheme 
he originated. All these considerations spell caution 
before reckoning all survivals as successes. 



CHAWEK Vin 

ANALYSIS OF SCHEMES 

• • . 

pRfitFiT-SHARiNG schemes hav^ almost without exception 

been fthmiied by employers. As a fule in the past the 
co-operation of employees liife not been invited in th^iir 
formation. The employer has simply formulated the plan 
and offered it to the employees, and jjot infrequently, if 
they have examined it critically, it has been v'ithdrawn 
altogether. Normally, however, as it promised an* im- 
mediate jirospcct of increased remuneration it has been 
accepted by the employees concerned. The opposition 
in the main has come from the organizations behind the 
employees, and a# these trade unions have extended their 
power schemes of profit-sharing have had to be submitted 
to them arvl to meet their criticism before being accepted. 

The question of tlfc ‘solidarity of labour is naturally 
the direct concern of the qj^ions, and examined from this 
point of view schemes of profit-sharing have been subject 
to severe criticism and much modification. But in former 
years it was usual for Ijie employees directly concerned^ 
simply accept the plans made by their employers and to 
discover only by actual trial their limitations. The 
di verity of schemes is due largely to this Jact. Each 
individual employer evolved the scheme which best suited 
his particular business and purpose. In any analysis 
of profit-sharing schemes the following considerations 
must be kspt distinct — * 

1. The Nature oj Ae Agreement between Employer 
and Emplojvid. ^ 

How the Divisible Profit is ariived at. 

3. How this • Divisible Profit is divided between 
Shareholders and Employees.* 

4. The«Conditions the Employees ftiust satisfy to qualify 
for participation. 
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The Agreement. 

Some profit-sharing schemes are in operation even 
\/ithout the ust of printed rules. The agreement between 
the two parties is similarly nebul jus as to the basis on which 
it rests. JMost schen'ies make no mention at all ^s to 
whether the arrangement between the two parties i^ a 
legal contract or merely a voluntary obligation. While 
in' a few cases the agreeme^it is legally binding, in other 
cases it is expressly stated that the employee has no legal 
claim on the share of profits proposed to be allotted him. 
In still other cases it is stated +hat the share ‘of profits 
is a purely voluntary payment on the part of the employers. 
No doubt a legal agreement is preferable and it should 
at the same time be as simple and clear as possible. Every 
employee should have in his hands a printed copy of the 
rules and these should be definite and detailed, while at 
the same time allowing for such contingencies as are likely 
to arise. 

The Divisible Profit. 

The profit on which the bonus is calculated is normally 
the net profit of the year preceding the distribution. In 
■a few cases, however, the half-yej^rly profit is taken as the 
basis. In one very recent case it is proposed to make 
payments to the workers on account for any month which, 
in the opinion of the management, shows a profit, so that 
the workers may not have to wait for the semi-annual 
balance sheet. The divisible profits are arrived at after 
subtracting, in the case of private firms, the salaries of 
proprietors and managers and interest on their capital, 
and in the case of joint stock companies, a certain rate of 
interest to shareholders. This rate of interest varies 
enormously, being in cue case as low as 2^ per cent ?nd 
in another as high as 50 per cent. This latter case is that 
of the Prudential Assuran:e Company, Limited, where, 
before any profit is paid to the outside staff, the share- 
holders get ten shillings on each £1 share, free of Income 
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Tax. •The average guafantee^ to ghaijeholders before 
divisible profits are arrive^ at is, in the majority of cases, 
either 5 pei* cent or 6 per cent. Th*e recent tendeijcy,* 
however, lias* been to raist this gfiaranteed rate in cofi- 
formity with "the upward trend of interest rate^. Messrs. 
Toiftal, Broadhurst, Lee & Co.f Ltd., fixes 7J per cent as 
*the reserve limit for ordinary shares, Messrs. Bryant & May, 
Ltd., iSakes it 8 per-cent frce*of Income Tax, while Wm. 
Hollins Sl Company, Ltd., and Achille Serrc, Ltd., make 
it 10 per cjnt. 

Further* deduction fro 5 i the net profits is made in the 
case of several schemes before the divisible profit is arr^ed 
at. Such deductions are usually for reserve funds and 
depreciation, but in some cases a sum is allotted to a 
pension or provident fund. The reserve 4imit is normally 
fixed as the current rate of interest on first-class securities. 
This is a first charge on the net j)rofits before any profit- 
sharing witfi, employees conjes into operation. The deduc- 
tion of sums for reserv?s, depreciation, elt., before divisible 
profits are arrived at, whil® common, is not general, the 
difficulty being that such sums indirectly benefit Hie 
shareholders but not the profit-sharers, hence the possibility 
of differentiating against the latter by large deductions* 
,^rom profits for these purposes. In practice only 20 per cent 
of the profit-sharing undertakings in the United Kingdom 
maki such deductions from gross profits before ascertaining 
divisible profits. This point is likely to become increasingly 
important^in the future as the whole tendency in modem 
industry is to withhold largef sums of the total balance 
of profits and to accumulate these as reserves. From being 
about 21 pg: cent in. 1^7, the percentage put to reserves 
has become ifi recent yeajs about 35. 

Division between Shareholder and Employee. 

Many firms in making thi# division de{>art from the 
strict letter of our definiti 0 n of profit-sharing. Those 
that come within its scope grant ^o th^ir employees on 

6 -(» 35 ) 
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certain stipulated c^nditi^ns a siiare of profits definitely 
determined and announced beforehand . This may be called 
sharing with fixed quantum and conforms to our definition 
of profit-sharing. The 'other method is to gi'^c*a gratuity 
or bonus out of profits without previously arinouncing its 
relation to the profits earncvl. It is simply a gift or grant 
purely at the discretion of the management. ThisT method 
of' sharing out of profits, though qot according to profits, 
is dealt with under the heading of “ Gratuity Bonuses.” ^ 

It is usual for tbe employees to know what percentage 
of the di\hsible profits is allotted ito them. This is almost 
necessary if it be expected that employees will do their 
best under a profit-sharing scheme to further the interests 
of the firm. The modern tendency in the United Kingdom 
is more and mort to take the workers into the confidence 
of the firm and acquaint them with all the details of the 
proposed scheme, and even, in some modern instances, to 
invite them to co-operate in its formulation. Bat in times 
past it was not ev^n deemed wise in some cases to acquaint 
the worker with the details of the scheme under which he 
benefited. In every case of profit-sharing introduced 
into businesses in the United Kingdom since 1903, and where 
the schemes still survive, the workers have been with one 
exception acquainted with the principle of allocation. . 
In schemes introduced before 1903 this was not so common, 
and some ck?ven schemes are still in existence where, this 
information is not disclosed. In the case of four of them, 
however, the calculations involved are certified by an 
accountant or auditor and this certificate can be examined 
by employees. Even in cases where the information is 
open to the workers, such certificates are , sometimes 
provided as a^lditional safeguards, f 

In the ,great majorit*/ of profit-sharing schemes a fixed 
percentage varying automatically with profits is allocated 
to the workers. " This percentage is usually calculated on the 
divisible profits, i.c. j^rofits in excess of the reselve limit, 

t ' 

Cf. Part IV, Chap. Xtlll. 
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but in»some cases it is calculate^ on Iphe total net profits, 
thojigh actual participation does not begin until the reserve 
limit is passed. In some cases a fixed scale'of percent^e^ 
varying wRh the amount^! profits is substituted for*a 
fixed ‘proportion of profits. For irf^^tnee in .a scheme 
intivxluccd very recently (Johl! Howell & Co., Ltd.) the 
arrangerrient was — 

“ That when the pKifi^s fafici payment of all expense^, 
as certified by the auditors, exceed £18,000 (representing 
6 per cei;t on the paid-up capital %)f the company) 
there shall be credited te ‘^onus fund ’ sums equivalent 
to— 

oil the next 2% {;^S,000 or part) 6-8% 

125 % .. .. 8 - 10 % 

40 % „ • 10 - 12 % 

50 % 12 - 14 %." 

Wliile these attempts to give* the workers increasing 
returns on /hrj^er profit^ a tendency to become more 
common, the normal type of scheme is s1:ill that in which 
^the bonus is a fixed propoftion of the divisible profits. 
Of those schemes which adopt this method about one-half 
allot 50 per cent of the surplus above the reserve limit 
to the employees, but others allot various percentages. 
Jn one existing case of profit-sharing this is as low as 2 per 
cent, but 5, 16|, 20, 25, and 33J per cent are also among 
thoseegiven. 

Under other schemes an attempt is made to correlate the 
rewards piyd to capital and to labour in a more direct 
manner. In these cases the plan provides fof the allotment 
of the profit over the res^ve limit at the same rate between 
capital and, wages. • The essential difference between 
this and the preceding plan is that the extra a*llotment to 
labc%r over and above wages is detAmined partly by the 
amount of wages paid and not entirely by the amount 
of profit earned. The bonus m*such cases is* a percentage 
on wages dlqual to that earned by capital over and above 
the reserve limit. But as the relation between capital 
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employed and wages earned' diffels enormously in different 
businesses, a fixed percentage to both, e.g. 5 per cent to 
wages when 10 per cent is paid to capital (5 per cent being 
the “ reserve limit ”) would rtpresent entirely different 
proportions of theuwliole in different industries, and as a 
consequence other proportions between the two are soitie- 
times introdiLced. In one case 2| per cent is paid to wages 
for every 1 per cent capital receiver over the minimum 
limit, with an equal percentage division after each has 
reached 10 per cent, which they do simultaneously with 
a 6 per cent reserve figure. In still other cases the amomit 
of bonus is a proportion of the total amount available 
for dividend payment, while in others the bonus is in the 
form of so many weeks' pay depending on the amount of 
dividend paid to capital. In a recent case introduced 
in 1919, a fixed rate of 5 per cent is firsf'paid as bonus on 
salaries, and when the company pays a cash dividend at 
the rate of 10 per cent or more on its ordirTary capital 
a further bonus is paid on salaries at the rate by which 
the dividend paid on such capital exceeds 5 per cent with 
a maximum of 45 per cent. 

The Conditions Attached. < 

Before an employee can share in the profits earned he has 
frequently to fulfil certain conditions. These are usually 
designed to disqualify the casual, irregular employee, 
and as such, have been open to the charge of being intended 
to tic the worker to the firm. In the vast majority of 
cases this charge is entirely unjustified as the conditions 
imposed arc normally very light and exclude oTily a very 
small number. The most common qualification is one that 
states that before being eligible fonparticipatioli an employee 
must hjwe been in the service of the firm for a certain 
minimum period. The normal period specified is either 
six or twelve months, but ifi other schemes it is four weeks, 
three, nine, or eighteen months, two, three, four, fOur-and-a- 
quarter and five yearfr. In some cases provision is made 
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for pigment of part of tie boft^js in tbe case of employees 
who have not qualified fo:^ full bonus. 

In the* majority of schemes no mimmiim age limit^for 
qualification* is imposed Jfnd in flie remaining minority 
the age limit varies* from 18 to 25! ^The absence of an 
ago qualification is due to the fact that a minimum 
period of employment serves to some exton^ the same 
purpose. 

Similarly with regard to membership of a trade union, 
in the normal case no reference is madt as to whether the 
participant need or need be a trade union member. 
This matter is not considered as having any direct beilring 
on the qualification for participation. But there are 
exceptions. One recent case has already been quoted where 
the benefits accruing from a profit-sharing scheme were set 
against the possiMe benefits to be derived from membership 
of a trade union. In still anotjter case employees who 
belong to •a trade union ^are explicitly excluded from 
participation.* But such cases are quitfj exceptional and 
in the vas+ majority of sclu'mes no reference is made to 
trade union membership. In one scheme it is obligatory 
that the employee, before participation, must belong to 
his union, but even tlks explicitly favourable attitude* 
,is not general. 

Conditions relating to the actual performance of work 
are Jjilso often inserted. These are intended disqualify 
the exceptionally inefficient workman. The most obvious 
form of inefficiency is bad timekeeping and this is, as a 
consequence, the most penalized form ^ of negligence. 
Many other conditions of a general character are also 
inserted as^ excluding the employee from participation. 
He loses his»right if he i)e found guilty of unsatisfactory 
Conduct, lack of interest in his woFk, of carelesspess with 
the firm's property, of doing “ anything to diminish the 
profits or damage the reputatiofl of the compS-ny,” and such 
like. 

These conditions are sometimes ^embodied in a definite 
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agreement whioh the eipployete are required toj sign, 
but in the majorit}^ of cases there is no written statement 
kn(], the matter is left only to be brought up on the initiative 
of the management, iiut wh^her explicit or implied in 
almost every case ^hcre are certain colidition-s which must 
be fulfilled by the employee. He must have “ worried 
regularly and satisfactorily throughout the period,” must 
h^vc “ avoided waste of time, mat;erials or money,” must 
not have ” divulged the firm's secrets,” and so on . Whether 
these conditions hUve been fulfilled or not is usually left 
to the discretion of the mankgoment. It is conceivable 
thaf unscrupulous employers might use this as an excuse 
for denying the worker his share of profits. This possible 
difficulty is sometimes obviated by crediting a special fund 
with the unallotted profits. In a recent scheme, ” the 
amount allocated to the salaries or wagisbf those who have 
been employed less than, a year, or whose woik has not 
been regular or satisfactory, w^ll not be paid 16 them, but 
will be transferred to a fund whicli will be used for the 
benefit of the employees or cX^employees of the company, 
their widows or dependents, including sick pay, super- 
annuation allowances, pensions, marriage dowries, or 
"other suitable purposes.” 

Apart from these more or less industrial conditions 
of participation other schemes exist where, in what may be 
called a spirit of paternalism, conditions relating to the 
personal and private life of the individual are imposed. 
In one scheme where employees under twenty-qne receive 
a half-share of „ the bonus it is stipulated that they must 
have been total abstainers and non-smokers during the 
whole of the preceding year. In st^ll another company 
of American origin, but with extensive works in Britain, 
it is laidjdown that an‘'employee to be eligible must satisfy 
certain conditions. Strictly speaking, this scheme is not 
a profit-sharing one, as the 'employees merely get a weekly 
addition to their wages out of profits. The tonditions 
attached are, however, sufficiently remarkable to deserve 
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more .detailed mentiorf J The JolIoA^ing^ is a quotation 
from their •“ Factory Rules and Instructions." 

“ Wagfes ere paid for work done, bflt a ^hare of profit* 
is a gift fiom the company to thofee eligible employees*— 
(a} Who are liviag with and taking ^care of their wives 
and families. ^ , 

(d) Vvlio are living clean, sober, aftd indiyifrious lives, 
striyiiig to make their homes alfid their general cnvironm^pt 
more wholesome. 

(c) Whose domestic circumstances * give evidence of 
care and attention. 

(d) Who are thrifty." 

The remaining four conditions are of a similar nature 
and stipulate that the worker must encourage his 
children to use educational facilities, that Jiis wife must not 
work for wages, yhat he must have no outside business 
interest, and that during the six months probationary 
period he Ims made the best use of his wages. The welfare 
supervisor of* the cofnpany decides whether or not an 
employee has qualified for j^irticijiation. 

Such scnemcs as the above are altogether cxceptioikal. 
Any attempt to introduce a scheme of this nature would 
certainly be bitterly oppqsed by the mass of British labour,* 
^ which v^mld strongly object to its inquisitorial character. 
The success of this scheme is due to a combination of very 
favourable circumstances. The company is ^‘xceedingly 
well organized, the hours of work are short, the wages 
paid are high, the working conditions are very good, and 
a well-developed employment department carefully selects 
the labous to be engaged. Moreover, the*grcater part of 
the employees are vnstdllcd and the share they receive 
out of profits»is made mojp attractive by being^iaid weekly. 

Simimary. 

The diversity of profit-sharing schemes isi accounted for 
by the fast that business units differ greatly in structure 
and each particular employer fias jjeen Irft to fashion his 
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own scheme. The agreement bet.veen the two parties may 
be a legal or a moral one, and if the latter, may be written 
or unwritten. Annual or semi-annual profits, arc usually 
taken as the basis, and divisible profits arrived at after 
deducting interest^ on capital and also, in 2 minority of 
cases, sums for reserves and depreciation. r, 

The splitting up 61 divisible profits between shareholders 
aK.d employees is sometimes done at “ the discretion of 
the management " but the present-day tendency is to 
acquaint the beneficiaries with the details, or, at least, 
to guarantee accuracy. Similarly^ the democratic principle 
is extending of inviting the co-operation of employees and 
their organizations in formulating the scheme, and not 
merely asking their approval after formulation by the 
management. Amid a great variety of schemes the normal 
method is to divide one-half of the extrs- profits over the 
reserve limit among the employees. In other cases a 
smaller percentage is given, while in still other cases a 
sliding scale is used, under which ’the greater the profit 
the higher the proportion accruing to labour. 

The most common condition attached to participation ' 
is a minimum length of service. Normally no condition 
'favourable or tmfavourable to trade unionism is insisted 
on. The worker is, however, expected to do hi'^ utmost 
to further the interests of the firm and, where this is not 
embodied ijj a definite agreement, it is normally left to the 
prerogative of the management, if they think fit, to debar 
a worker from participating on the grounds of inefficiency. 
In one or two very exceptional cases the conditions refer 
to a worker’s social rather than his industrial conduct. 
Where this is so some extra-factory supervision has to be 
made to ensare compliance with ^he requirenKints and this 
is totally; unsuited tovthc pre^ent-day outlook of labour. 
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METHODS *0F APPLICATION 

• • 

In. Britain profif -sharing schimes have been applied to 
many different kinds of businesses.* Countjp^ surviving 
schemes only, the following* are the industries in which 
they are most prominent. By far the most important of 
these is the gas industry, as here profit-sharing is almost 
the normal method of ^pr^ccdure. In every other kind 
of business a small minority only of existing firms ^ave 
adopted any form of profit-sharing, and the survivals 
are less than 50 per cent of the schemes started. In gas 
undertakings some thirty-six schemes ^)f this kind are 
in existence anefi only four have been abandoned. Next 
in order come merchants, warehousemen, and retail 
traders, with twenty-five existing scliemes, but these are 
all that survive out o! fitty-eight starte(#. The other more 
important industries are th# textile trades, with seventeen 
schemes, food and drink manufacturing trades with sixteen 
schemes, engineering and shipbuilding with fourteen, and 
chemicals (soap, paint,, pottery and glass trades) witlf 
thirtecrfschemes. Some of the other industrial undertakings 
in which profit-sharing exists are agriculture, clothing 
trades, paper trade, and banking and insurance. 

It is interesting to note those industries which have 
retained most tenaciously the profit-sharing schemes 
they began. As already i^marked, gas undertakings 
have shcuvn the greatest stability, the next best of any 
importance being the* textile trades. Those industries 
in which tho death rate^mong profit-sharing schemes has 
•be«n greatest are agriculture, wher^only 8/23 (i.e. 8 out of 
23 started) have* survived, the building trades with 3/14 
(and of those three survival9»two were sorted in 1919), 
the clothing trades with 5/16, miniftg and quarrying 1/6, 
and woodworking and furmshing trades 1/10. Two 
79 
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deductions can „be fdrawH drome these facts. Firsf and 
obviously the more stable an industry, the more stable 
is apy profit-sharing scheme attached to it. Tlie industries 
with a heavy profit-sharing mjrtality are aid subject to 
extreme fli;ctuatioi\s, and what may prosper in boom years 
may not survive the testing periods of depression. This 
is particulariy likely to happen if, as is common, there is 
nt obligation on the part of the profit -sharers to bear any 
share of the possible losses. Following on this is the 
second deduction » that large-scale industry is a more 
favourable field for the spread Q.f profit-sharing schemes 
than is the small business. Building, quarrying, agri- 
culture, and the clothing and woodworking trades 
are all in general the sphere of “ the small man." 

But since the«war the chief converts to profit-sharing 
have been the big businesses. A large proportion of the 
new schemes have been started by well-known public 
limited companies with large numbers of runployees. 
Some of the mosit noteworthy schemes startid in 1919 
have been those of the l-ondoii County Westiiimster and 
Pair's Bank, Ltd., with 4,200 employees ; Wm. Gray & Co., 
Ltd., Shipbuilders, with 5,500 employees ; Alfred Hickman, 
Ltd., Ironmasters ; The Distillers Co., Ltd. ; Crompton & Co., 
Ltd., Electrical Engineers; Grout & Co., Ltd., Silk Manu- 
facturers ; Tootal, Broadhurst, Lee Co,, Ltd., Textile Manu- 
facturers ; dvhile others are in course of being initiated 
by Harper Bean, Ltd., Motor Manufacturers; Donald 
Campbell & Co., Ltd., East India Produce Merchants; 
Guardian Assurance Co., Ltd. ; The Amalgamated Cotton 
Mills Trust ; and Bryant & May, Ltd. But while the 
" big businesses ” are taking up profit-sharing at the present 
time it is still true to say that it was the comparatively 
small firm which in the> past was most ready to adopt fjie 
profit-sharing principle. Some 30 per cent of the existing 
schemes are in firms with i.ot more than 100 employees, 
23 per cent in firms with betv/een 100 and 250 employees, 
27 per cent between 250 and 1,000, and only 20 per cent 
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of th® schemes exist in arms*i^th over J,000 employees. 
Of tjiese latter some fifteen of the firms have more than 
2,500 employees and six have over 10,000. Some 
thirds of Aese businesses *e (if we* exclude gas companies) 
private firms or fofripanies, the remaining one-Jfiird being 
public limited companies. 

Method of Distribution ^)f Bonus. 

After the divisible profits have been arrived at and 
the amount available for profit-sharing Ims been determined, 
there still remains the further question of how this profit 
is to be distributed among the employees. If laboflr is 
entitled to ^20,000 as its share under the scheme, what 
method is used to determine how much of this each employee 
is to get ? The most common method is <o take the wages 
earned for the ^riod as the index of what each should 
receive as his share of profits. T^Jiis is the normal method 
where the •bonus is m cas^i, but where it is designed to 
encourage thrift or definitely to make* labour a partner 
in the firm this method haitits disadvantages. The most 
obvious is that shares are of a certain value and canfiot 
readily be broken up into such fractional sums as a share 
of profits according to v;ages might represent. Again no* 
. particular encouragement to saving is given if the worker 
gets merely a lump sum periodically. Consequently to 
ensure thrift some firms add the employee’s share of profits 
to the deposits he has in an employees’ savings fund and 
they mal^ip his share in proportion to the extent of his 
savings. The most celebratecl and extensive scheme of 
this kind* is that of Sir W. G. Armstrong, Whitworth 
& Co., Ltd^ • 

But the simple method of calculating bonhs according 
to earnings is not without its varifitions. How ,are total 
earnings for the period to be calculated ? Are overtime 
earnings to be included ? If Some of the Workers are on 
piece rat^ and some on time rates Vhich basis is to be 
chosen ? If you select the actual eammgs irrespective 
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of the method of wage-pa5Tnent, you will further differ- 
entiate against the time-rate worker the nature of whose 
woj'k may make it impossible to apply any sy:stem of pay- 
ment by results. Is time lost b5' sickness to bt-akowed for ? 
What of working .time lost by a general op local strike, 
or by a lock-out ? Any comprehensive scheme must make 
provision 1 (t all these contingencies, or alternatively 
must set up machinery in 'the shape of a profit-sharing 
or co-partnership committee which can decide questions 
as they arise. Tlit vast majority of firms naturally prefer 
simplicity to an intricate and' complicated calculation of 
earnings which might be ultimately more just but would 
certainly be more questioned. And in any case, where 
the bonus is seldom as much as ten per cent of total earnings, 
extreme nicety in estimating the latter makes relatively 
little difference to the amount ultimately received. Thus 
the common practice seems to be to include all earnings 
irrespective of the method of wage-payment. But if 
piece-work be exceptional, such additional earnings are 
excluded ; if overtime be s 'Ctional, overtime earnings 
omitted; if time lost through sickness be under a 
yearly maximum allowance no account is taken of it. 
*The general idea adopted is that the simplest method 
consistent with fairness is the best. 

Another principle of bonus division is length of service. 
This is quite apart from the initial period of service required 
for qualification. Length of service is very seldom the sole 
principle of division, as the value of an individual’s service 
to the firm depends very largely on the particular capacity in 
which he is employed. This capacity is measured roughly 
by wages earned. And these two taken together are very 
often the deciding factors in. bonus-distiibution. In 
some cases a reduced vate of bonus is paid to employ.?e& 
with less than a certain length of service. In others the 
discrimination “takes the folm of a double share for those 
who have remained C?ver a certain period, say seven years, 
with the firm. The absence in many cases of any favourable 
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treatment of long-servi(i£ employees "in ihc payment of 
bom;s on profits is due to ijie fact that another arrangement 
exists for rewarding them. This takes the fotm of a pen^ioif 
or superanhilation scheme *where tlic amount received on 
retirmg front tha cofhpany’s service* is# so much per year 
wotked with the company. These scjicmes exist in many 
cases where there is no profit-sharing scheme, properly 
so-<mlled, but where th^' two exist together it means tlfht 
length ( f service is already rewarded and there is no need 
of any adilitional award. 

A third principle of. division is concerned with the 
individual grade to wdiich the worker belongs. In some 
cases there is also a sex distinction ; for instance, a woman 
may get one share, a man one and a half shares, and an 
overlooker two shares. There arc, of course, many schemes 
where only maihigcrs and heads of departments get a 
share of profits, and we shall see iatcr that there is a great 
deal to be* said for lucji g limitation. But even where 
a considerable number of the total employees get a share 
in profits i.i proportion to '^ages, it is not unusual to re- 
munerate managers and discretionary employees by sohfie 
extra share over and above what would accrue to them in 
virtue of the higher wages they earn. In one scheme only* 
• one quarter of the total bonus goes to the workmen 
and three-quarters to the managers, assistants, clerks, 
appientices, and lads. 

The fourth and last principle of distribution rests on 
merit. Tfiis while in some respects akin to the former 
principle is also distinct from it. The gra^c an employee 
occupies clnd his consequent earnings are, or ought to be, 
an index oi his abilities. But mobility between different 
grades is nof always possible and within each* grade great 
differences in efficiency exist. Th^ division of ijie bonus 
is sometimes designed to recognize exceptional merit and 
ability apart from the reward these already receive in wages 
and position. The great difficulty \ere is to get some 
objective standard by which the industrial efficiency 
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of each participant mar >be measured. This greater 
efficiency may take a variety of forms. One worker may 
be distinguished from his fellows by his mor« “ obliging 
spirit,” his harder work, good ‘timekeeping, ‘gniater pro- 
ductivity, by the kner quality of hi?r Work, by saviiTg of 
tools and materials, by his' greater inventiveness, by i)he 
more ready adoption of new processes, or by a keen co- 
opfcrative spirit leading to greater harmony all roimd. 

How are these qualities to be estimated and equated to 
a monetary return ? The normal method is to leave it to 
the discretion of the management. This, of course, 
means that the immediate superior of the employee reports 
on his work. This is not always a satisfactory method, 
as it leaves room for the play of favouritism. As distinct 
from the other principles of division — ^wages or salaries 
earned, length of service, or industrial grade — all more 
or less definite objective standards, this criterion of 
deserts is very difficult to apply. The other Criteria arc 
matters of fact; ttiis alone is a matter of opinion. The 
arguments that led to the fixing of wages by definite 
agreement apply also to this additional increment to 
wages. Where the employee has to rely for his share on 
?he discretion of the management it is seldom that 
satisfactory results are obtained. Such plans fan either 
to stimulate industrial efficiency or to promote social 
welfare. They do not tend to increase production 
because the judgment as to the reward for extra effort 
is subsequent to the effort made, and the employee has 
to work in the dark with no definite and pre-determined 
incentive to strengthen his endeavours. Disappointments, 
disputes, and even stoppages are frequently the result, and 
instead of plomoting harmony such scheme^' frequently 
produce discord. Again the sense of dependence on the 
arbitrary judgment, caprice or liberality of the employer 
is wholly repu^ant to labour in its present mood. As 
no definite obligation 'rests oir the employer to part with 
a certain quota of his pnofits, the distribution made has the 
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ring oW:harity and almsgiving e^out ik For these reasons 
it i^ ^certainly desirable tp make explicit and definite as 
much of flie^^clieme as is possible, including the definiljoif 
of divisible* profits, the proportion going to employees, add 
(as li?re) the H)asij» 3 ik 1 conditions of 'd^ision between the 
participants. 

Forjn of Payment. 

After ^lie principle on which the share of each employee 
is to be d.'lermined has been settled there still remains 
the further question of Ijie^orm the payment is*to take. 
There are two methods and' many varieties of each. The 
main distinction is between payment in cash and payment 
in shares. Which method is adopted has in the past 
depended largely on the purpose the sclxme is intended 
to serve. Annuat payment in cash lays emphasis on the 
priz(' money principle. It suggests that the extra effort 
resulting iit increasec^ compensated for by the 

bonus. The profit-sharing bonus comes*to represent the 
extra wages for unusual effort. Deferred payment in 
the form of shares emphasizes the co-partnership iddh. 
It seeks to interest the worker in th(‘ stability and continued 
life and growth of the firm*as a whole, to change his attitude 
from that of a mere wage-earner to that of a shareholder. 
Of course in cash profit-sharing the payment is made 
nonn^lly annually (in some few cases semi-annu»lly) and to 
this extent is deferred. But this is a very different matter 
from givin{^ the bonus in the form of shares which are nor- 
mally neither transferable nor saleable. Here the deferred 
element is*much more pronounced, payment in this case 
being ]K)stponed (apart from the dividend on such shares, 
often merely* Cl edited t(% their capital value)* until such 
tim(*as the holder severs his connecl^on with the lousiness. 

If we exclude g*as companies' schemes we find that of 
the existing 146 schemes in*BritaFi sorfie eighty-six 
pay the b#nus entirely in cash. In The case of fifteen 
other schemes, a part of the bonu» is pa*d in cash, the 
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remainder bcin^ pjlid to# a provident or superannuation 
fund, or alternatively invested in the capital of the 
un(^crtaking. In practically all these cases the payment 
is made after the annual balance sheet iS Completed. 
In several- cases, However, attempts ' have been made to 
shorten the interva\ betwe'en payments by declaring 'the 
bonus half-»ycarly, quarterly, or even monthly. But 
these shorter periods necessitate tlie frequent preparation 
of the profit and loss account, and even where possible 
it means a great 'deal of extra clerical work and as a 
result such an arrangement is not in general use. The 
shortening of the interval is meant to stimulate the worker 
to greater efficiency, and to emphasize the payment -by- 
results side of the bonus. The opposite process is adopted 
if the desire be tb underline the partnership point of view. 
In one case the bonus is declared annuahy but is retained 
for a three years' perioddn the hands of the firm at 6 per 
cent interest, unless the employef? requests ^an annual 
payment. In some cases part of the bonus may be carried 
forward in order to average gdbd and bad years. 

The next most important method of bonus-payment 
^ is designed to take the first step towards encouraging the 
employee to save. This takes thedorm of putting the bonus 
to a deposit account from which the employee can with-, 
draw it at short notice. There are eighteen such schemes in 
existence ill the United Kingdom to-day. Such schemes 
must be clearly distinguished from those in which the whole 
or part of the bonus is credited to a provident fund in the 
name of each individual employee. In the latter case the 
money cannot be withdrawn at short notice unless in cases 
of grave emergency. The average ratio of borjus to wages 
for the United Kingdom is abo^it 5 per cefit and if the 
employee cams £200 ’’a year this means only about <£10 
in bonus per year. To put this to a savings account with 
facilities for withdrawal al’ short notice is in practice no 
better than paying the bqnUs in cash. If the?' employee 
can freely withdraw it he will in the majority of cases do 
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SO and ^pend it on his inijnediai^ needi, 20 ^ the sum is too 
small and tlfe reception of jthe next instalment too uncer- 
tain and rdbiQte for it to serve the purpose of “a “ nest egg;" 
To obviate* this practical difficulty most firms practisin|; 
this fftrm of profij-sliaring offer to a<!t gs a savjpgs bank 
for tlieir employees. In proportion as^the employee saves 
so docs the firm increase those savings by an ‘additional 
contjjib^ition out of iyid^accorcfing U> the profits it cam^ 
First, in order to offer at least as good as an ordinary 
savings b?nk, it guarantees a minimunf rate of interest, 
and second, ‘^it pays a furtfyir Ate of interest on such deposits 
equal to the whole or a part of the dividend accruing to the 
ordinary capital of the business. 

Where the employee’s share of the profits is neither 
paid in cash, nor put to a savings accomnt, but is held 
by the firm for hit benefit, we get a third method of allo- 
cation. This differs from the latter.in two main particulars : 
first it is never conditioiial oij the employee saving so much 
out of his wages, and second, the amofint deposited to 
his credit (whether collectively or individually) is not with- 
’’drawable at short notice. In this case the employees 
share of profits is credited to a fund which is used cither 
generally or specifically -for his benefit. It may be a 
pension, •Insurance, provident, sick or disablement fund, 
or in the case of female employees a marriage dowry fund. 
In tl^ United Kingdom to-day only seven cascs«are known 
where the whole of the profit-sharing bonus is disposed 
of in this way. There are, of course, numerous other 
cases where a pension or provident fund exists, but such 
a fund is either built up with no definite relation to profits 
earned or is only a 6 y-product of the profit-sharing 
scheme. Tfio profit-sha^iing provident fundfe may be 
eith^?r a common pool from which aify worker in nj^ed may 
benefit, or secondfy, each individual worker may liave his 
share placed to the credit of hii individual Account. The 
latter case is more common.* The fAmer creates a new 
problem in the matter of control aivi management of the 
7-{l»35) 
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fund, which the .secojid ca^ pbvia|e by the explicit forma- 
tion of general niles. These usually stale that >he amount 
wh^ch has accumulated to the credit of an en^ployee Sh*all 
be paid to him either when he»has served a .certain term 
of years with the ^rm, or when he has a^ttained a certain 
age. If only part of the bonus is put to this provident 
fund it is ust^al for the remainder to be paid in cash. 

•The last form of deferred ^payment of the profit-sharing 
bonus exists where the worker 'instead of getting a cash 
return gets a share in the undertaking. The bonus is 
here retained for investment in the business. This means 
that the worker acquires capital in his firm and gets the 
dividend that accrues. Where cash is paid, where savings 
are encouraged, where old age is provided for, the appeal is 
simply to private and personal advantage; where shares 
are given, an attempt is made to appeal t« a similar motive 
through ensuring for the business stability and goodwill. 
The attitude of the worker to the industrial unit is no longer 
merely that of the wage-earner, buf^ is now supplemented 
by that of the shareholder. In one case the gain accrues 
through (though not necessarily in proportion to) his own ' 
efforts, in the other through the collective efforts of all 
‘ engaged in the undertaking. In, such schemes of labour 
co-partnership the greatest diversity exists in' details. 
The class of shares allotted, the terms under which they are 
held, the d/vidends accruing, the amounts to be allocated 
to employees, represent a wide variety of industrial ex- 
periments. The significance of this development, appealing 
as it does to a new motive, and foreshadowing a new orienta- 
tion of industrial control, and the wide range of possibilities 
it opens out for the future are so unportant as to call for 
treatment in some detail and this^will be attepipted in the 
following part. 

Summary. 

With the exception of gas. companies only very few 
firms out of the tota^ number in other industries have 
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adopted profit-sharing. Largcf-scale sfhple industries seem 
to ,l^ve b*een most su«cessful in their profit-sharing 
ventures, and the movement seems to be extending amtng 
undertakings* of this class. * 

Affer the sunX to^l going to labouf has been settled 
th(f further question remains oi hovj this sum is to be 
distributed among the emplj^yees. Four pfinciples are 
in actual use. Firsit, ^Jivvsion is made according to tffe 
already established wage-bill. This merely accentuates 
existing differences in remuneration a^d does not make 
any novel appeal. Second, according to length of service, 
but more frequently this method of division is com- 
bined with the former. It tends to promote stability 
among the labour force. Third, according to the rank 
or grade of the employee ; this implies •that the higher 
the rank the grea1:er the deserts of the recipient. Lastly, 
there is the principle of merit. With a uniform standard 
wage it is ofteq felt th^t ijidwidual merit is not adequately 
recognized and a share in profits is used to supply the de- 
ficiency. The great difficult^ here is to get an objective 
standard of merit. If differences of opinion arise over 
payment by piece-work results, much greater differences 
are sure to arise where the decision is left to the 
management. 

The payment may be either in the form of cash or in the 
form of shares. The former method has many Variations. 
Hard cash may be paid, or the employee's share may be 
added to, conditional on his ^possessing an amount in 
savings, or again it may be a cash credit* reserved for 
provident ^purposes. Tlje second method is to allot to the 
employee sljares in * the undertaking. This giving of 
profits in kind? is designed«to alter the whole point of view 
of the worker and^ interest him not*merely in wages but 
also in the whole future prosperity of his industrial unit. 
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CRITICISM OP PROFIT-SHARING 

W^th the exception of an iaolatcd scJieme in 1829,*profit- 
sharing did not receive any attention' in the United King- 
dom until 1865, i^hen some six schemes were started. 
From that year onwards increasing numbers Qf schemes 
wen*' initiated. Though the general tendency has been 
for their numbers to increase, this increase has been fitful 
and sporadic, the most fruitful periods in this respect 
being 1889-92, 1908-9, 1912-14 and the years 1919-20. 
These periods were in the main distinguished by good trade 
and by considerable industrial discontent. Of the 380 
schemes known to have been started in this country, some 
198 have been al^andoned. Oi the femaining 182 schemes 
(apart from those started in 1919) the average life is about 
fourteen years, and only eight of them have been in existence , 
for over forty years, and only thirty-four for over twenty 
c years. 

The Gauees o! their Disappearance. 

The heavy death rate among these schemes has been 
due to a variety of causes. Most prominent among 'Jicse 
causes is that of disappointment and dissatisfEiction with 
the operations of the plan. In over ninety cases this is 
given as the cause of abandonment. The precise reason 
for this dissatisfaction is not always very evident. The 
employers alone have the power to discard, the scheme 
and their particular jdissatisfaciion must tfierefore have 
been the immediate cause. But in many cases this 'was 
merely a reflex' of how the employees felt on the matter. 
It has been a very gg,aeral experience that, after a few years, 
when the novelty has worn off, the workers became apathetic 
and neither worked harder nor indeed seemed even grateful 
•JO 
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for the extra award tfiey received. Employers expected 
at least some sentimental return ?or the additional remunera- 
tion* and»as^therc seemecf to be no indication of this they 
abandoned the effort. about a dozen of these cases, 
afte» the sckem^ Imd been some time jp operation, it was 
definitely opposed by the workers or by their organizations, 
or again by the employers' organization. Ip 'some other 
cases the profit-sharing elemAit was definitely abandoned 
and the extra award giVen in the form of increased wages, 
pensions, gratuity bonuses, or shorter liours. 

The re: t of the schemes which have been abandoned 
have gone dowTi not so much because of their own inh«*rent 
defects but because the parent firm could no longer support 
them. About fifty of the defunct schemes have thus 
disappeared. This would not seem to .show that there 
is any direct coinection between the longevity of a firm 
and the existence of a profit-sharing scheme within it, 
though it ^ould be equally unwise to draw the opposite 
deduction. It seems* qiiite a reasonablf expectation that 
times of bad trade, durini^ which businesses sustained 
financial losses Jind were liquidated or dissolved, shomld 
equally exact a toll of profit-sharing schemes. 

Of the remaining schemes, where the causes of aban-* 
donmerrt are known, the majority disappeared because 
’of altered arrangements. The employer died or retired 
and the new management did not continue.the former 
arrangement, the business was formed into a limited 
liability company or was taken over by another company, 
or was miuiicipalized or tranMormed into a co-operative 
society apd the profit-sharing scheme was iibolislicd. 

Of these abandoned Schemes only a very few lived to a 
ripe old a|e» None of^them existed for over forty-two 
yejrs and only sixteen of them far over twenty. Their 
average duration* was under nine years, a third of them 
ceased to exist before the fouuth, and half «)f them before 
the seveijth year of the axperimant. And even this 
exaggerates their effective duritioi^ as iif not a few cases 
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the scheme war more or bss ip abeyance before.it was 
finally and formally discontinued. 

From the point of view of the form in whieh the bonus 
was paid in these discontinued' schemes the i esalts are as 
follows : in some >\S2 of the cases the b mus was paid in 
cash, in three of the cases it took the form of credits to a 
savings account, in seven of the cases it was paid to a 
provident fund, and in only two^of ^ho cases was it invc.:ted 
entirely in the capital of the undertaking. The details in 
the remaining scht^mes are either not known, or the scheme 
was a hybrid one and the bonus paid partly in one form 
an(i partly in another. 

The Inherent Defects in Gash Participation. 

Of cash profit-sharing there can be haidly two opinions. 
It has not proved successful in solving any of our present 
industrial troubles. In some rases it lias (^ven bred them. 
The reasons for this are easily stated. As we have seen from 
the details of the abandoned schemes, the most common 
reason given for their failure was “ dissatisfaction ^\ith 
their operation , ’ ’ This of course is merely t he psychological 
reflex of certain inherent defects. Normally, employers 
are rather reluctant to condescend to particulars and to 
give reasons for their dissatisfaction. Often they state 
that the apathy of the workers disappointed them,, the 
natural inference from this being that they expected the 
employees to be keenly interested in the possibility of 
increasing theij earnings and to demonstrate their interest 
by furthering to the best of their power the 'prosperity 
of the firm. This in many cases the y did not do and the 
employer quite naturally felt that his profit-sharing scheme 
had missed its mark afid that he was not receiving anything 
in return for the extra inducement to production he was 
offering the "labouring man. This .common failure to 
stimulate interest is^due to certain radical defects in any 
system of cash profit-sharing. 
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The*Smallness o! B^nus-p 

-It is a cardinal fact thai the normal profit of the employer 
when spreaid over the workers he employs comes to yery 
little. Just aa when socialists propose an equal division 
of income tfiey forget that if you take ♦he whole income of 
the nation and divide it into 4S millioji equal ppts it comes 
to, a-^ most, a miserable £80^pcr annum pe? head. So if 
yrti divide up the emplo^^er’s profit among his employees 
the ne' sum to be received by each is insignificant. It 
is what the economists call a “minimaf sensible/' too small 
to exert any energizing inlluence. If an employer has a 
ca])ital of £100,000 invested in an industrial undertaking, 
then he is entitled to a return of at least as much as he would 
g‘‘'t if it were invested in a first-class security, nowadays 
about 6 per cent, and this means £6,000. In addition, 
reserves, deprccftition, and contingencies must be allowed 
for, and the balance remaining does not normally amount 
to much ^nd when t(his,is<rfurther divided in two, half to 
shareholders or other owners of capital, and the remaining 
half divided again by the •total number of workers, we 
get a paltry and insignificant sum — £5 or £10, or, in oflier 
terms, two or three weeks’ extra wages. It is almost 
impossible to state with absolute accuracy the ratio of 
. this bonus over the whole field of profit-sharing, but the 
average bonus for the years 1901-1918 inclusive, in the 
sch:mes where the bonus is known, comes to t little short 
of three weeks’ wages per year. 

Of course the value of mqney is always comparative. 
And to the worker an extra £5 may meqji a good deal. 
There iS7 of course, no^ danger of his refusing it and it is 
doubtless jwelcomcr But it achieves nothing. Unless 
the reward fs of such a mature and size as to knit up the 
w<5rker's mind and effort with tlie business as* a whole 
it serves no useful purpose. The fact that this small 
dole is proportionate to profit fs of n# positive value what- 
ever, thofigh there is evidenT:(^ to sh^w ^lat it may have 
a negative valu^in that if the dole fe reduced or disappears 
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altogether the worket has rpuch to say in the way of criticism 
of those responsible for profits. 

Its Remoteness. 

Secondly, not oifly is the dole too but it i& too 

remote. The hope of a .sihall sum by next Christmaii* is 
too feeble and distant an expectation to spur the worker 
oh to renewed efforts. Constituted as we are, the im, me- 
diate and near pleasure is always stronger in its appeal 
than the uncertain*’ hope of a distant reward in the future. 
Even where a semi-annual disbursement is made it has 
been found unavailing, because here you have to divide 
the sums in multiplying the times and it has been found 
equally ineffective in demonstrating to the worker the 
necessity for greater energy. There may be some influence 
felt a week before and a week after paynrint but this is no 
compensation to the employer for the loss of profit entailed 
in operating the scheme and tty? forejlhought in 'devising it. 

It should be afided, however, that the effectiveness of 
profit-sharing in promoting efficiency depends to a consider- 
able extent on the size of the business. Indeed as a general 
rule its effect is in inverse ratio to the magnitude of the 
'undertaking. The smaller the business the more direct 
and the more obvious the effect of any individual’s effort 
on the total prosjxTity, and again the more is that influence 
which eachocan exert on the other and hence the greater 
possibility of cultivating the team spirit. It follows from 
this that profit-sharing schemes are much more effective 
when applied in a large business not to the general body 
of wage-earners but only to the small poweri\d group 
of administrative and discretionary employees. 

The Ebb and Flow of Profits. 

Thirdly, profits fluctuate very considerably and this is a 
common causfe of dissatisfaction. There is no question 
that the average worker soon comes to look' upon his 
Christmas dole as a right ; often he even discounts it before 
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he gejs it. This may be a pjajn cdiSg of “ counting your 
chickens Wore they are hatched/’ but it is a perfectly 
natural itiO(Je of procedure for people with small income*. 
These im) factors combined — the consideration of the 
proftt-sharirtg as a right, a par J of wages, plus its 

liability to fluctuate— has been the cause of the abandon- 
ment of many profit-sharing schemes. Many 'of the now 
defrmet schemes were given fip for this reason, and even 
among those that have survived, diificulty has been exper- 
ienced in ‘surmounting the lean years. Bor example, Clarke, 
Nickolls «?v Coombs, laipitef^, have in the 29 yearly’ history 
of tiu'ir sclK'ine encounten'd three such years, viz., >904, 
1910, and 1914. In each case the bonus by no means 
disappeared but was simply reduced by about 5 per cent 
on the previous year, still leaving a substantial percentage 
on wages. In e»(:h case it was due to special circumstances 
(e.g. the sugar tax) altogether outside the control of the 
firm. Kui this did not j^cvent trouble. In their own 
words they state: “ W^e are bound t* record that the 
difficulty of reconciling th» worker-beneficiaries to these 
drops in tiieir bonus was (especially the first time) greaiter 
than we should cither have expected or liked.” It is 
in the interests of fairness to add that it is just on thijf 
point t^at the advantages of co-partnership are most 
felt and instances are not lacking, as we shall sec, where 
reduced dividends under co-partnery have b^n accepted 
with equanimity. 

It may seem at first sight that a certain inconsistency 
is involved in making two charges against profit-sharing 
on soni^what opposing groimds. If the bonus under 
profit-sharing is usuafly too small to influence labour, 
how is it tW serious dj^content is often occaBioned if the 
aiROunt of this too small bonus fluctuates ? This apparent 
theoretical incoifsistency must lie also on the shoulders 
of the workpeople who exhibit it. But tlfe reason for it 
is pcrfeotly natural. Firstf the vJlDrker’s bonus is an 
epitome of the whole profits of thcf-oncerh, but when paid 
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in cash it is too smail to reject, wjth any compelling ^^ower, 
the whole prosperity of the busiiiess. Second, the connec- 
tion between total profits and the infinitesimal portion 
of it he gets is to the normal labouring man ainiost totally 
eclipsed by the firtmcial funds and percentages (often not 
disclosed to him) which 'are reserved for depreciation, 
extensions, oontingencies, interest on capital and the whole 
vblumc of incomprehensible book-keeping which interv<fncs 
between the gross sum of profits and the declaration of his 
share. Third, as 'divisible profits are usually distributed 
in proportion to wages, they merely exaggerate wage 
differences and do nothing to discriminate between different 
deserts and efforts. Consequently they do not stimulate. 
The inevitable result is that labour looks on its bonus 
more or less as a right and hence, though both too small 
and too indiscriminate to stimulate to^’extra individual 
effort, the sudden reduction of this normal amount accruing 
to labour is looked on as tht withholding of'^ a right, a 
part of wages, and' consequently results in great discontent. 
Briefly the unfortunate position is that while increased 
bohus docs not stimulate, a decrease is very prone to 
irritate. This is exactly the position, as the industrial 
'world has experienced to its cost, with wages. 

The Provocation to Criticism. 

But the last argument against an annual cash distribution 
of profits, and the most conclusive, is that such a proposal 
brings up many questions for discussion the answers to 
which we do not yet know — questions which vill need 
endless thought, time and experiment to settle. Notice 
that these arc not immediately- raised. As' long as the 
worker feels he is getting a new and novel gift it will be 
accepted, apart from onerous conditions, readily and with- 
out question. ‘ The trade hnion officials who themselves 
are probably not p&rticipaitts may attempt 60 modify 
the conditions and look the gift horse ip the mouth, but 
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unless their union has definite ^rulcs ftgajnst participating 
in such schemes it is a foregone conclusion that they will 
accept tfiisrfneans of adding to the remuiferation of tjieft 
members.* Thf‘ vast majority of workers will accept 
the Hole un^riti(:^llV^>imply as an additjbn to thfir earnings 
ai.d in a few yenrs will for^cj; the obligations on their 
part and the conditions of good trade widely alone render 
possible the extra increment. Then the inevitable happehs, 
a cycle of trade, extra taxation, foreign competition, a 
new patert in a rival's hands, loss goodwill through 
changes m management, Change of fashion, and profits 
slump. Labour, ignorant as it is of economic mafters, 
centres its suspicion on the management. Under the 
circumstances it is debatable whether frank largesse 
has not quite as beneficial an effect in the long run upon 
both capital ai^l labour as an elaborate system which 
awakens the suspicion of the labouring man and raises 
the question of wha^ is fa^ between those who have and 
those who have not. 

Undoubtedly, if a system^! overall cash bonuses is to be 
resorted to, no better method can be found than lliat 
adopted by the Ford Motor Company (England), Limited, 
and also by the parent company. How far the scheme* 
can be* applied in highly organized trades is doubtful, 
but where it can be applied without friction it certainly 
produces the best results. No doubt it is most feasible 
when applied to relatively unskilled but carefully selected 
and trained labour. The three main points in the scheme 
are (1) labour is expressly warned not tJ consider its share 
as a rigbt, or part of wages ; it is a gift from the company 
to those ehgible employees; (2) it is a fixed sum paid out 
of profits, b«t not in proportion to them, and!s conditional 
Oft the satisfactory completion 6f six months’ service 
and the fulfilment of civic, domestic and economic duties 
under the surveillance of thC welfgtre su{)ervisor; (3) it 
is added •to the hourly rate •and pait weekly, thus giving 
an ever-present Jit imulus to effort,# Moreover, it is merely 
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sharing out of profits and ijot according to profits,^ hence 
there is no trouble in the matter of fluctuations and no 
occasion therefore lO raise awkward question^ relating to 
the efficiency of the management. This system, which, 
of course, does not^conform to our strkt df nnition of profit- 
sharing, avoids every one of the faults inherent in most 
profit-sharing schemes. The bonus is not small; it is 
not remote, being paid weekly; it do^s not fluctuate, and 
as it is not in direct proportion to profits made, the extent 
of these profits is n-^ver called in question. This scheme for 
promoting efficiency has recently been supplemented by an 
investment plan designed to secure a “mutuality of aim," 
referred to later in Part IV, Chapter XIX. 

The question of responsibility is raised again in connection 
with co-partnership and the attempt to get over the great 
and radical difficulty it raises guides us :.n the endeavour 
to formulate schemes of true co-partnership. Hence it is 
that the recent developments^ have put more„and more 
emphasis on the sharing of control with the workers 
through the formation of a c.ommittee having a voice in 
th*.. internal management of the undertaking. 

Summary. 

Profit-sharing schemes have been introduced in increasing 
numbers, but the advance is more pronounced in times 
of good employment accompanied by industrial ferment. 

Over half those introduced have already been abandoned. 
The causes of thi:. vary, but dissatisfaction with the opera- 
tion of the schemes has been the most commq|;i reason 
assigned. Most of these schemes . consisted in cash 
profit-sharing, and do not refer to co-partnership. 

Normally the employer did not feel he was receivj^ng 
his just return. The cash share allotted to each individual 
worker failed to exert any appreciable influence on his 
conduct. This is d le to its relative smallness, to its 
remoteness and to the deferred nature of the payment, 
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This Amot^ness — ^the gap b€!t>teen effort and profits — 
is gr«ates^ in large firms.* In small firms, or among the 
managerial staff of large ones, this is of less*er importance, 
and js one jeasm , 
in these cases. ^ 

Again, profits fluctuate, and the v^orker's attitude to 
his share makes this a frequent source of irritation. With- 
out* capital in the bvtsmes and without responsibility for 
its comnicrcial guidance the recipient soon comes to con- 
sider his bqnus as a sort of yearly gratuity. If it disappears 
he naturally blames s(Jmebody. Thus, while the e^tra 
reward fails to stimulate, its disappearance tends to irritate, 
exactly as happens with wages. 

This irritation finds vent in criticisms of the management, 
and arises only after the scheme has beed in operation for 
some years and the worker has come to visualize the amount 
of bonus due to him. If the worker appreciated the true 
nature of the bonus •he* ni^ght accept philosophically its 
fluctuations but experience shows he does not and in looking 
around for someone to “ blame it on ” he fixes on the man- 
agement, just as to-day most of the ills that flesh is heir 
to are laid at the door of the capitalist — as the universal 
scapegoat. 
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3. Report on Ptofii-Sharing and Labour Co-partnerfhip in the 

United Kingdom. Ministry of labour (Cmd. 544), H.M. Stationery 
Office, 1920. • • 

4. Profi^Sharing in the United Stated U.S. Department of 
Labour, ^vemment Printing *08500, 1^7.) 

5. Profit-Sharing : Its Principles and^PracUSis. A Collaboration 
by A.^W. BuRRirf and others. (Harper Brothers, 1918.) 


why profit-sharinjg is more successful 
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6. Profit-Sharing. JVranslati^n from the French, ^^lbert 

Tkombekt. (I^ing dc Son, 1920 .) ' ,, 

7. 'I'he Proof of the Padding. Notes on Co-partnership, and 
F'rofit-Shanng. (Clarke, Nickolls & Ck)ombs, Ltd., 

Profit-Sharing and Co-partnership. A Fraud ^anfi Failure ? 
Edward R. Pease. (Fabian Tract No. 170, 191S.) 

9. Modern FinancA Emile Burns. (Oxiorcf Un?^rcTsity Press, 
1920.) 

10. The Labour Gazette. Ministry of Labour. {II. M. Stationary 
Office, monthly,.) 
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' .CHAPTER XI* 

PROFIT-SHARING V. CCVPARp^ERSHIP ^ 

w 

If, the verdict;? of expA’ience and reason combine 
to condemn cash profit-sharing, as serving no useful in- 
dustrial purpose, is there any alternative method which 
( an bo suggested ? So^ faif w^e have not attempted to 
differentiate between the various methods or formi# of 
bonus payment in their effects on the participants. Our 
general thesis has simply been to demonstrate that the 
making of the worker a mere cash sharer ui the fluctuating 
jirofits of an undertaking has in the main failed in its 
purpose. Ill the majority of cases where tried, the scheme 
has even filled to survive ;^in the minority of cases that 
still jiersist th^re is no clear evidence Ifo show that the 
scheme has led to greater loyalty, or consistently greater 
production. If this be so, what of those plans whi*h 
give the worker not a mere fluctuating cash bonus, but a 
real investment in the capital of the business ? 

Briefly* defined, co-partnership means profit-sharing 
plus the ownership of capital and the control that ownership 
implies. In this case the desire is to knit up t]jc interests 
of the woiker with the prosperity of the business. The 
employee has a certain interest in the business tangibly 
represented by his weekly wa^e, the sha^holder also has 
an interest in the firm represented by his receipt of a 
dividend. Can we c^rr^ over to the worker some of the 
interest of tti^; shareholder ? Can we add to the worker’s 
desji-e to earn his wage, to hold 4iis job, the desire to 
further the prosperity of his firm ? Can we make the 
worker a shareholder ? 

It has been recognized fo& over tl^rty years that not 
10 per cent of the worker^ at^in tTieir maximum 
101 
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possibilities. Most cbuld e^s-dy do, without undue faHgue, 
at least 50 per cent better. And. they do not try because 
tlie^' have no Inducement. Often this lack of interest 
in output is testified to by definite rules which embody 
the principle that wages are the prllfiaiy consideration 
and output only secondary. Where the two are opposed 
as sometimes happens, wages are always in the eyes of 
labour the paramount consideration. For instance, the 
multiplication of rules regulating the demarcation of crafts 
hinders production, the fixing of definite time limits for 
each job, the opposition to paym^mt by results, and the 
fear of cut rates, where it exists, are all influences tending 
towards a lowering of output. Apart from these definite 
considerations there is over almost the whole industrial 
world to-day a disgruntled feeling, and suspicion and 
mistrust are almost universal. Tliis psychological attitude 
chills the ardour of labour, renders timid the enterprise 
of the employer, and has an enomious though umneasurable 
effect on industrial productivity. Occasionally tliese 
suspicions when focused by a definite grievance crystallize 
info a definite ca’ canny ” policy, as instanced by the 
prevalence of “stay-in” strikes and “ work-to-rule ” 
policies. Apart from disagreements in particular industries 
the growing dissatisfaction of the labour factor with what 
it considers the gross injustices and anomalies of the present 
capitalistic, imperialistic system has led it to preach to 
its members the policy of a definite restriction of output. 
Particularly is this urged as a necessary safeguard against 
the recurrent evil of unemployment. The arguments 
adduced in support of this policy may be, and are, inherently 
erroneous, but labour feels that it has no guarantee that 
increased pfoduction will not be used solely for private 
profits a,nd the aggrahdizement of the owners of capHal 
without either the consumer or the worker benefiting in 
the slightest degree. 

Confronted with' practices bom of these principles 
the modem employer 's naturally looking around for some 
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means»of bringing back to thc^orkshop^ a keen interest 
in production. He is seejdng an incentive so that every 
man's work .will keep him stretching up^^ards to do .it. 
He believers, and rightly, ^at there is no greater natural 
rcsoi!rce in * Britain * to-day than thc'taormant physical 
and mental forces of our people. , Largely because we have 
left the development of thes^ potentialities 1 k) chance or 
to charity we struggle^ to-day against an overwhelming 
inertia of apathy and inefficiency. We have not given 
the worker conditions to develop him^lf, wc have made 
production an empty, nvaninglcss task, a dreary, treadmill 
process, and to-day wc find it only a fraction of the possftde. 
Can we by giving the worker a real, live interest in profits 
utilize for ourselves and for the nation the unmeasured 
latent aptitudes of men applied intelligently to the 
process of transf(frming the raw materials of the world into 
coj;isumable commodities ? , 

That is briefly the jyoblem, and co-partnery is an attempt 
It its solution. Make the worker a shareholder, it says, 
and you have taken the fir^t step towards attaining the 
ideal of common interest. It may be here remarked *as 
fundamental to the whole question that the attempt in 
co-partnership is not in 'the first instance to cultivate the 
workers’* interest in capital owning, to educate him up to 
what it means and thus to make him desire possession, 
because he feels capable of fulfilling the frights and 
obligations it entails. In co-partnership he is first given 
ownership apart from his desire or capacity for it, and it 
is then hoped that being in possession^ h^ will take an 
interestJn the thing possessed. 

Capital a!hd the Wqjpker. 

Left to himself, the worker is flot keen on industrial 
investments. Out of his weekly wage he makes no attempt 
to save in order to buy share? in tlje firm* that employs 
him. In •too many ca^es hfe cannol. Mr. B. Seebohm 
Rowntree calculates that the minium wage, i.e. “the 

»~fl83S) 
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wage that should enabloj, a man to marry, to occupy a 
decent house, and to bring iip^ a family of normal size 
(three) in a state of physical efficiency, while allowing a 
reasonable margin for contingencies and lecreation ” 
is to-day ^(March,* 1921) about 90/- per week. Not ‘many 
ordinary workmen Qf to-day have any considerable surplus 
over this amount , especially when account is taken of the 
fact that the minimum wage makes little allowance 
for comforts and none for luxuries. But quite apart from 
their ability there are clear signs that even wlu'n able they 
are not willing. Partly this is d,ve to the absence of the 
saving habit often through lack of any regular opportunity 
to save, partly to an ignorance breeding distrust of invest- 
ments, and partly to a conscious condemnation of the 
present industrial sy.stem and a desire to ktiep clear of having 
any vested interest in its continuance. V»'hatever the cause 
the fact is indisputable.^ At present the workiT in general 
is not educated up to thct functions of shareholding. 
Cases do exist, es'pecially in the higher grades of workers— 
supervisors, foremen, charge liands and skilled craftsmen — 
where they do invest their surplus cash in shares, but seldom 
in the firm which actually employs them. This is probably 
more common in the cotton industry of Lancashire than 
in any other. When addressing a meeting oi workers 
on this subject, the writer had the following question 
put to hiiTj by an operative : “ Why should we as workers 
be asked to invest capital in any one firm, such as the 
firm that employs us. Every capitalist spreads his invest- 
ments for safety and ought we not to do likewise ? ” 
This is certainly a pertinent inquiry and justifies the 
preferential treatment, referred to.* later, of employee- 
shareholders. 

The ^nancial inabhity of the worker to buy sharps is 
the employer’s first difficulty. Hence, if he is to make his 
workers shareholders he must first give them the money 
with which to buy the shaves. Some employers suggest 
giving the shares outfight' and so avoiding the roundabout 
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camou^aging of the gifting chaiactcri^ltic.of the policy of 
first giving profit -sharing; bonus and then either putting it 
in the foftn,of shares or offering strong inducements ior* 
the re-in vestment of tlic (Sash in the business. My desk 
diar^ says, ‘’The cfrMing gull has no dcistinaliop, it is the 
sti aight-flying crow that reaches, the cornfield.” But the 
straiglitest road is not alway^ the quickest, find “direct 
ac.tjf)!! ” is not always the best method of procedure. 
Till;, is a case in point . Giving shares directly to the workers 
may gratify the employer’s desire t(f feel a benevolent 
autocrat, out it is mo*t injurious to the self-respecting 
woikman. It demoralises him, it destroys his desire to 
earn, and cultivates his desire to get and even to confiscate. 
“ If the boss can afford to present us with 150,000 in shares 
he can pay us better wages.” The ptistmen recently 
refused to recei\^" their Christmas boxes — they described 
it as a degrading procedure, — anfi the workman, though 
he may no# refuse to ^cceptithe gift, will nevertheless not 
’'eceive it witfi the gratitude the empl(?ycr may expect. 
His feeling will be that “ he^that does me good with un- 
moved face does it but half, he chills me while he aiefs, 
my benefactor not my brother man.” It is an essential 
characteristic of human nature that privileges worked for 
are alwaj's valued more highly than those granted freely. 
For these reasons the employer will do well to make the 
scheme contributory — even if this means the giving with 
one hand and the taking away with the other. This 
opinion is supported by Professor Charles Gide, in his 
booklet issued in 1910 entitled “ L'Actiol^nariat ouvrier ” 
(workmen ’s shareholding) . He distinguishes three methods 
by which workmen may acquire shares in a business — 

1 . By simpic purchase • 

20 By profit-sharing and the Accumulation ,of the 
workmen's bonus fn the capital of the company ; 

3. By attributing to the workftien certain sliares directly 
in considfration of service • and nAt because he has 
contributed any capital (real or*apparent) ?o the business. 
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Of these three ^methods he has found that by far th*' most 
successful in practice has beer profit-sharing, together 
with the automatic accumulation of the profits so shared 
in the capital of the business 'as in the Familist^rc at 
Guise and .the English gas companies' 

While there can he no doubt as to the demoralizing 
effect of the mere gratuitous presentation of shares, it 
also seems reasonable to urge that the profit-sharing bAsis 
is itself tinged with this undesirable quality. To the 
workman the bonds on profits will, on first i>reseiitation, 
appear as a gift, a bribe, or an eaming; after he has been 
receiving it for some time he may transmute it into a tight. 
Whether he consider it a bribe or not will depend on the 
conditions attached, but nowadays these are seldom 
so onerous as to 'justify this conclusion. That the worker 
should regard the profit-sharing bonus Us an earning is 
very improbable for the following reasons — 

1. If the worker definitely eirns hi* profit-borius, then he 

has been defrauded of part of his earnings from the beginning 
of time. • 

2. Profits rightly accrue to the bearers of industrial 

risks. Does the worker acknowledge responsibility for 
losses ? ‘ 

3. Profits are too remote, fluctuating, and problematic 
ever to appeal to the worker as definitely the results of 
his particular effort. 

4. In any case only a small part of the profit is due to 
output. In the matter of at least 65 per cent it is beyond 
the worker’s (tind frequently the manager’s) control, 
and is therefore not made by him and therefore not 
earned. 

5. Even the 35 per cent due !'» the workCiS is collective 
and each individual's" contribution is entirely lost s^ght 
of in the general mass. 

6. If the worker thougnt he earned it he would a.sk 
for it, but in actiial fact iie never does. He asks for 
increased wages and wot for a share in profits. 
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The •Glasses of Shares given \o .Workers. 

A, further subdivision of what we previously called “ the 
mixed motive ” is the keynote to the kind of shares offered 
to employees. In sf me cases the impulse behind co-partnery 
lias not been the desire to knit up thfe worket's interests 
with the business so much as io stimulate hjm to save. 
If stress is laid on the latter |)urpose it will be quite suffi- 
cient to offer the emjjoyee a safe investment at a good 
rate of interest. For this purpose the best instruments 
are privileged deposits, debenture or preference shares. 
Cases exist where each of these is offered. As exanjples 
of privileged deposits W'e have the cases of Sir W. G. 
Armstrong, Whitworth & Company, Limited ; E. S. & A. 
Robinson, Limited, Stationers and Printers, Bristol; 
and Spillers & Bakers, Limited, Millers and Biscuit 
Manufacturers, of Cardiff. In all these cases the employee 
is invited to deposit money mih the company. A fixed 
rate of int^res^ is gUcTui^ecfl as a minimum but in addition 
to this a rate is added w'hich fluctuates according to the 
prosperity of the business. Thus wdiile the chief re^lt 
is to encourage thrift an attempt is also made to interest 
the workers in the general well-being of the whole 
undertaking. 

In otfier cases the desire seems to be to encourage thrift 
by guaranteeing absolute safety rather than by offering 
thecpossiliility of a high rate of interest. Such a case 
is that of Palmer’s Shipbuilding & Iron Company, Limited. 
The total amount available fpr employj'es is £25,000 and 
this has been obtained by the director^ the firm and 
deben^res to this valqp have been taken out in the firm’s 
name. Thpsc are tb be issued to employees as 5 per cent 
(Income TiPx free) Cwisolidated Mortgage Debenture 
Stf)ck, thus practically eliminating ^1 risk and coniequently 
any attempt to make the rate of yield correspond to actual 
profits. The National Provincial and Union Bank, by 
arrangerrfent with the company, oflirs yery easy terms 
of loan for empjoyee-investors. Repayment of the loan 
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is also facilitated &y deductions mutually apieed upon 
from wages, by the accumulati<m of inttrest on capital, 
and the recovery of Income Tax ; so that an employee 
applying for £100 of stock deposits on application 10 per 
cent, i.e. £J0, and fepaying at the rate of 2s. a week would 
cancel his indebtedne-ss in nine years, himself actually edn- 
tributing only £56 16s. Qn unpaid balances the bank 
cliargcs 4| per cent per annum,, and if the investor is 
under the necessity of realizing his debentures the bank 
will take them over at any time; during repayment, but 
otherwise they arc redeemable at -par, plus a premium of 
£2 10s. per cent, in the year 1951. This scheme seems 
far too conservative; it merely offers a safe investment 
under easy conditions. It does not attempt to interest 
the employee in’ the varying fortunes of the business ; 
if it succeeds it will only promote thrift— a commendable 
object but one quite well catered for by the outside agency 
of banks. It offers the worker^practi' ally nothifig lu* could 
not get by investing in Savings Certificates, and it leaves 
entirely untouched the question of industrial relationships. 

A more promising scheme is that of the United States 
Steel Corporation. By this scheme, which was introduced 
in 1903, the Corporation advances money at 5 tier cent 
interest for the purchase of stock and it accepts reiiayment 
by instalments over three years, giving in addition sub- 
stantial bortUses to those employees wdio continue to hold 
their stock and who serve the Corporation faithfully. 
Over two million dollars were set aside for the purchase 
of at least 25 000 shares of the nominal value of $100 
each in the Corporation’s 7 per cent Preferred '-Stock, 
and these were offered to employees at a discount. When 
stock was fully paid up the certificate was ho be is.sued 
to the subscriber and he might sell at any time he cho»e, 
but strong inducements to retention in the way of extra 
dividends were offered. Prom 1909 onwards Common 
Stock was also offered, and by 1913 the numbdir of sub- 
scribers was 36,119, hbldirtg 34,551 Preferred shares and 
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25,79i Ordinary shares. Wh«r« the •workman is asked 
to find the purchase mqjiey out of his wages probably 
safety is tTie primary consideration, but wheic the work^^^n* 
really gets in the form of ^ profit-sharing bonus the monhy 
he is asked or induced or compelled to invest in the firm, 
then safety is of less importance as h<" only stands to lose 
what he got above his wages. 

'She instance given ^ one of the few' cases w^here the 
workman is asked to acquire ordinary shares with only 
minor conditions restricting his use of them. In the vast 
majority of cases the s^orlcer has had created for him a 
sort'of super-ordinary share, a ('lass of share even r^orc 
risky than the ordinary share inasmuch as he gets a dividend 
only after a certain minimum has been guaranteed to 
the ordinary shareholder. The classical* example of this 
is, of course, th<f Lever Brothers case, where the employee 
gets what are called “ Partnership Certificates." These 
have no nfarket vali^p, no liability attached to them, and 
no capital paid into the business for the^n. They receive 
only the remainder of the ^^irplus after the other classes 
of shares have been satisfied. 

Analysis of Schemes. 

It is now necessary to subdivide the various schemes into 
classes. The incentive to work, whether measured in 
terms of output, profits, waste-saving, regularity or con- 
tinuity of employment, differs very considerably according 
to the method of sharing from profits. In the widest 
sense there are at least four types of scheiiies. 

First, there is ordinary profit-sharing, where the 
employees ^get in -^adrlition to the standard wage a 
certain quola, mainly *in cash, of the sutplus. This 
may be paid weekly or monthly •in advance, quarterly, 
semi-annually, or annually. The amount of profit paid 
over to the employees may depenc^ on w^ges, merit, or 
length of* service; it may be^ fixed ^rcentage, or it may 
be a graduated percentage Wyifig according to total 
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profits, or accordin^^ to tpf;^! profits over a certain fixed 
minimum which goes to remunpate capital. ' It may be 
paid wholly in cash, or a certain portion ipay be paid 
collectively into a pension, interest, reserv^e, thrift, 
insurance, loan, building or mutual fund, or simply 
credited individually to each worker employed. 

Second, ii paid in shares it may grow into Co-partnership. 
Tliis implies that the workers hold a portion of the capital 
of the business. But co-partnersliip need not necessarily 
have its origin in - profit-sharing. The funds with which 
the worker purchases his shares m^v not be gifted from the 
firni in the shape of a share in profits. He may be asked 
to contribute out of his wages; this is the scheme in the 
well-known “ Proctor and Gamble " plan. Experience 
has made it plahi beyond dispute that workers will not 
or cannot take up shares in the firm which employs them 
unless very strong inducements are offered them, induce- 
ments much above what are pfiered,to liolderL of any of 
the usual kinds of shares. Proctor and Gamble's 
present plan makes profit -iharing conditional on co- 
partnership instead of the more usual way of making 
co-partnership the result of profit-sharing. Among the 
recent British schemes, Bryant & May’s, for instance, 
gives the workers a share in profits and then offers them 
inducements to invest these profits in the business. The 
inducement^ is to purchase shares at par, instead of mOjTket 
rate, but it is doubtful if this is enough. The experience 
of the Laroche-Joubert Paper Works at Angoulemc, where 
out of the l,200^persons employed only 82 have become 
shareholders, and the similar experience of Clarke, JJjckolls 
and Coombs, London, where onlj 58 employees out of 
1,400 have become individual shareholders, hears out this 
statement. 

The third method is that adopted by the United States 
Steel Corporation and is best defined as contributory 
co-partnenship. Th^^ worker%- is asked to buyi on very 
favourable term^ share's in* the undertaking by which he 
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lives. ,This method, which h^s^a greAt to commend 
it, is dealt Vith in Part ly, Chapter XIX. 

The fofirtji method of sharing profits fixes on soyie* 
item influencing profits directly under the participants’ 
con<?ol, ancT uses ftfls as the deciding factor in making 
ex:ra pa5mients to employees out of profits. The schemes 
dealt with in Part IV, Ch|pters XVI to, XVIII are 
instances of this. 

Summary. 

Th(* puipose of co-partnership is to substitute for the 
rash 'nexus the capital nexus. Cash profit-sharing i^ils 
b(‘c:ause it creates no new bond of union between capital 
and labour. If the mere wage-earning attitude to pro- 
duction can be supplemented by the shareliolding attitude, 
at once a pemitious distinction will be removed and a 
new bond of industrial good-will created. 

But how* is this transference of capital to the workers 
to be achieveef ? In the* first place the ^reat mass of the 
workers are not in receipt oPa sufliciently large or steady 
income to enable them to buy shares in the open mark«?t. 
Second, even if they were they fight shy of industrial 
investments, and even more so of sinking their capital • 
in the pifrticiilar undertaking which employs them. 

Co-partnership meets this difficulty by allotting to 
tlie workers a share in profits, and then either inducing or 
obliging them to take this out in the form of shares. As 
the worker cannot purchase he is simply given the new 
implement and the fervent hope exjires^d that he may 
learn ip appreciate and use it by handling it. The gift 
in being given is not ftieant for immediate consumption 
but for furtfi^r productivg use, productive bothPindustrially 
and psychologically. It implies qifalities in the I’ecipient 
that are not the 'condition of receipt and therefore may 
or may not be present. 

To say# that the worker’s •share of| profits is definitely 
earned by him is not true. Very fev^ even hi the employers 
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would care to asr^crt that die profits or losses made at the 
end of the financial year were definitely and solely the 
calrulable results of their efforts. Much less does this 
apply when you refer to the workman on one hand, and, 
on the oth^r, the result of a long and arbitrary arithmetical 
calculation which represents his individual share. 

The motixe behind the formation of a scheme largely 
moulds its form. This motive ria^ be merely the enc(mr- 
agement of thrift, or the associated idea of offering a sound 
security for surplus funds, or again the definite desire (o 
strike a blow at the loo severe distinction between wage- 
earners and sliareholders, or lastly to encourage merit 
by rewarding it . 

These diverse motives mean different kinds of schemes, 
of which there lire four distinct varieties. In ordinary 
profit-sharing a half-lu'arted attempt is made to interest 
the wage-earners in the commercial succ'css of the firm. 
Co-partnery carries this further an 1 seek^ to reinforce 
the wage-earning interest by the shareholding interest 
and hence to obliterate the' heavy line oi demarcation 
between owners and workers — socially disintegrating as 
well as industrially sectionalizing. Contributory co-part- 
nership seeks the same end by rfieans of self-help rather 
than benevolence, while in addition it gathers' up the 
merits of such schemes as merely encourage thrift by 
offering sound security. Lastly, sharing profits according 
to industrial elements as output, sales, economies, while 
undoubtedly promoting efficiency and encouraging ability, 
leave untouched* the larger problem of co-partnership. 
These are not technically profit-sharing schemes but are 
so associated with them that their plale and aims must be 
considered. 



CHAPTER XII 

Typical* Co-partnership schemes 

j'liERE are remarkably few cas'‘» in the UnilecJ Kingdom 
to-day of pure co-partnersliii* schemes. Th?y are onl^ 
eiglft in number, excluiling the special case ol gas corti- 
panies. To define " pure " negatively, ii^ order to show the 
character of adjacent scheiiie^, we can lay emphasis on 
what they do not do. 

In “ pure ” co-partnership schemes — 

1. No part of the bonus is paid in oth«' forms, but the 
wliolc of the profit-sharing bonus is handed over to the 
paiticipants in t|^c form of shares. 

2. The workmen do not receive the shares as a mere 
gift witliout relation to the profits of tlie undertaking, nor 
do tliey receivie theiiPby purchase as aij ordinary share- 
iiolder would, t'veii if this }]^irchase be on exce])tionally 

» favourable terms. 

Up to this point w(' have avoided going into the details 
of any specific example. But in illustrating typical cases 
of co-parj:ncrsliip we go rWer tin; whole field and illustrate 
the type of scheme dealt with under profit-sharing in the 
last part. Pure co-partnership schemes are simply profit- 
sharing schemes with this addition, that the holms instead 
of passing into the worker’s hands in the form of cash, 
becomes for him an investment in the capital of the 
undertaking. He becomes a shareholdA* .as well as a 
wage-^rner. 

Messrs. T. and J. Taylor, Ltd. 

This firm of woollen cloth m*anufacturers, .Batley, 
Yorkshire, is a particularly suitable example of co-part- 
nership. Apart from the gas*undeistakings, it was the 
pioneer in* this direction. Mf . JTheodttre C. Taylor, M.P., 
introduced profit-sharing into this business as soon as he 
11 # - 
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became sole partnet in 18f)2, and the scheme was e^&tended 
in 1896 to embrace not only njanagers and foremen pre- 
viously included, but all the employees of the firm. In 
order to facilitate this the firm ^as converted into a limited 
liability CQmpany. Mr. Taylor’s motives in introducing the 
scheme were largely altnjistic, his desire being to improve 
the status' of his employees. In order to commend the 
^heme to their good-will he presented them in respect 
of the year 1895 with two fully-paid £1 shares if they earned 
20s. a week or mor^, and with one £l share if they earned less. 

In 1909 the scheme was amended, and in its present form 
the principle is adopted that when capital and Ikbour 
have each had their return — ^wages for labour and 5 per 
cent for capital — the remaining profits should be dis- 
tributed at the sume rate per cent between the two parties. 
After depreciation has been allowed iof and 5 per cent 
paid to capital, any percentage above this is also declared 
on the total wage-bill for the^-year, ^jind each Worker who 
has been employed for the period receives this percentage 
on his annual earnings. If A) per cent is paid in dividend 
then 5 per cent bonus is paid to labour. Those employees 
who are 21 or over and have put in at least 5 years' service 
with the company and own shares up to half-a-year's 
wages receive a double bonus, i.e. in the above case they 
would receive 10 per cent on their w'ages. This includes 
at present about 500 of the employees. 

The bonus is not paid to the workers in cash, but in 
the form of fully-paid shares in the company; the dividend 
on these shares^ however, is paid in cash. As the total 
wages paid by the firm rank lor bonus, a certain portion 
of the divisible profit is not allocated" as worl^ers may not 
have been ’a full year in the finn's employment. This 
residue \s paid into a sj^ecial fund called a Workers’ Benefit 
Fund. During the war, instead of paying the whole bonus 
in shares, theTempo^-ary elpedient was adopted of paying 
the larger portion inpWar Loan or Exchequer BoAds. 

The company empJoys about 1,950 workers, one-half 
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men and the remaining half woiptop and |irlg, and at present 
there are over 1,840 employee-shareholders. The shares 
can be hejji only by employees of th^ company, and ^n 
employee cannot sejl his ^ares imless he has a holdirig 
equal in amount to a year’s wages, in which ca^se he can 
sell the surplus over that ai^ount^ Those employees 
who leave the company’s servye are required ^b sell their 
shaies within six nion|hy, but the company does ncit 
undertake to transfer shares until an interval of three 
months has elapsed. This provision is*designed to deter 
employees from leavinj^ simply to get the capital value 
of tlfeir holding. These employee-shares otherwise ca'rry 
the same rate of dividend as any other share and arc entitled 
to the same share in the assets of the company in case of 
winding-up. These bonus shares, however, carry no 
voting power. To-day the workers own more than half 
the capital of the company, and in their dual capacity 
as share-hdldcrs and profit -siiarers they draw about three- 
quarters of the profit of the undertaking. ‘During the whole 
, life-time of the scheme and ii^luding the two years 1897-8, 
when no profits were made, the average bonus was 
per cent, the dividend on capital 12 per cent; and the total 
sum paid to the workers over and above wages has been 
over £4(lb,000. 

An exceedingly important development has recently 
taken place in this company. A works cogncil or co- 
partnership committee has been formed consisting of some 
thirty-seven members. It is drawn from all the grades 
and consists of six directors, the secrctjyy, ten members 
of th<fc.managing staff, ten representatives of the foremen, 
and ten elecjted by the remaining employees. The functions 
of this comnfittee are fairly wide, and the attrtnpt is made 
to give it a real vital controlling tntercst in internal ad- 
ministration. It* can consider any suggestions for improve- 
ments, and deal with all questions £^ectin| working con- 
ditions. •For the purpose o^ concentrating on the several 
issues, a series of sub-committees hgs been formed. 
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The company report themselves as satisfied with their 
co-partnership scheme and they believe it has also com- 
mended itself to the workpeople. In their opinion it has 
had three very desirable results; it has tended to reduce 
the labour turn-over of the firm by promoting continuity 
of service ; it has railed forth greater interest and z..al 
in work ; tiiid has unquestionably promoted harmonious 
rA'Iations l)ctween the management an^i the employees.,, 

Other Schemes. 

No other pure co-partnership scheme still i.i existence 
in Britain in general competitive industiy has had the«same 
spell of life as the Taylor scheme. It was not until some 
13 years later, when Lever Brothers, Limited, and the 
Cotton Powder Company, Limited, started their co-partner- 
ship schemes, that the movement was ■ :arried forward. 
The former scheme differs considerably from the Taylor 
plan. It is not perhaps necessary to^go into all the details 
here. The Leve/ Brothers scheme was started only in 
1909 and has not perhaps been long enough in normal 
existence (especially if we make some allowance for war 
changes) to warrant the drawing of too dogmatic deductions 
' from its results. At various time§ it has been considerably 
modified and other changes are foreshadowed. It has 
provoked certain encounters with trade unions, and very 
recently the occasion of a strike led to the withdrawal 
of its privileges from certain of the recalcitrant members. 
For these re.asons it is probably not desirable to trace the 
many intricate details of this still evolving scheme. 

But a few Of the main particulars in which itjliffers 
radically from the Batley plan may be mentioned. First, 
the “ partnership certificates," as they are galled, which 
are issued to the employees represent no real capital 
invested* in the company and are consequently of no 
intrinsic value. They arej, a class of holding expressly 
created for giving away to employees. They cannot be 
bought or sold and they lapse automatically and without 
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comp^sation should an employee do ^n^thing prejudicial 
to the interests of the fiim, e.g. engage in a strike, or leave 
the service of the company “ by voluntary rctirement^oi’ 
resignation and not owing to permanent incapacity do 
work caused by ifl-^eallh.” In the case of the Taylor 
Svhcme, as we saw, the company undertakes !o transfer 
the shares of any employee ’^ho leaves its sgfvice. This 
foljpws from the fact that under the latter scheme the shares 
held by the employee represent a real investment in the 
capital of the business, while under the»Port Sunlight plan 
the partnership certificates are merely script guaranteeing 
the payment of a dividend on their nominal value. 

This dividend on partnership certificates is at the rate 
of 5 per cent less than that paid on the ordinary shares, 
and has averaged about 10 per cent for ihe ten years the 
scheme has beei^in existence. This dividend was originally 
credited to the employees in a savings bank account but 
is now paid in the form of j per cent cumulative preferred 
ordinary shares which ^he holder can*scll at any time 
for cash at par value, but X the original allottee retains 
them he gets the same rate of interest as that enjoyed by 
the ordinary shareholder. In this case therefore only the 
interest on the bonus and not the bonus itself becomes a 
real realteable investment for the holder. 

But should the holder of partnership certificates die 
leaving a widow, or retire on attaining tljp age limit, 
these certificates do not as in other circumstances lapse 
entirely, but are exchanged for preferential cerl ificates, 
either of the same nominal 'amount as the partnership 
ones,^r ten times the average dividends 'paid on them 
during the three p«jcc^ing years, whichever shall be the 
lesser. Thft^granting of^ these on the conversion of part- 
nership certificates does not interfere in any way with the 
other provisions* made for old age pensions under the 
company’s benefit fund. On tkesc preferential certificates 
5 per cent interest is paid, but they have, like the part- 
nership certificates, no capital Valu^ and tlie right to them 
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is cancelled when tfie holder dies, or being a mdovf if she 
marries again or undertakes other employment without 
\lv*> previous conserlt of the trustees. . '* 

"Neither of these two classed of certificates — the part- 
nership and preferential — ^represents^ real shares in the 
capital of the business. They are, as their name indicatc^i, 
mere certificates and not shares. Their nominal face value 
iS' merely useful as the sum on which percentages , are 
calculated. The real share which an employee can hold 
in the business is fepresented by the cumulative preferred 
ordinary shares in which this percentage is f^aid in the 
case of partnership certificates. At the beginning of' 1919 
over £400,000 of these were issued and outstanding and 
this represented about 2| per cent of the total capital 
of the company issued and taken up at that time. These 
and these alone arc comparable to the VJbrkmen's shares 
held under the Taylor scheme, but they differ from the latter 
in two ways : first, they cap be spld withoui condition 
at pleasure, though inducements are offered to retain them ; 
and second, they confer votiflg rights to the extent of one 
\^te for every forty five-shilling shares. 

Another important difference is that whereas the Lever 
Brothers scheme imposes strict limits on the extent of the 
employee’s holding, the Taylor one leaves the question 
open. This limit is imposed in two ways. In the first 
place the to+al amount of partnership certificates is limited. 
In August, 1919, the limit was £1,000,000 and no issue 
in excess of this could be made without the consent in 
writing of “ the holder of the majority shares of the com- 
pany.” This "amount has already been issued qjid the 
probability is that a further issue will be made. But this 
rests with l^ie holder of the majority shares; who has the 
right to^ require that Viny further issue shall be stopped. 
It is also expressly stated that the trust‘deed shall not be 
construed as ‘creating a partnership in law between the 
company and its enjiployees. * 

In the second placf the" limit may be imposed not on 
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the toW amount issuable but onthe extend of the holding of 
each individual participant. In the Lever scheme there^ 
is a maxi^ium holding for each grade ot employee, varying 
from two to four tjmes tlie worker’s annual wages. But 
to this holding, or indeed to any holding vdiatsoever^ 
hV has no legal or even con ventjonah right. The number 
of certificates he is allotted depi^nds on the recc^nmendation 
of Iws foreman or other ^perior and the final right is veste'B 
in the trustees, i.e. the directors of the company. There 
is the right of appeal from their decision to a committee, 
which, however, possesses no executive power but can only 
consider and report to the trustees, who shall finally decide 
as to whether the employee is entitled to an issue, or if 
so, to what nominal amount. 

These limitations on the issue of partn(?rship certificates 
and, therefore, oTi the real shares (the cumulative preferred 
ordinary shares), which can be amjissed only out of the 
dividends 6n the ah§ve^ ceirtificates, has meant that the 
employees hold only an insi^ificant portion of the total 
issued capital of the company. This amounts to onl^ 
about 2 1 per cent while under the more courageous Taylor 
scheme they hold over 50 per cent of the company's capital. 
There is at present considerable dissatisfaction among 
the employees at Port Sunlight with the operation of the 
scheme as instanced by the following report. Under the 
heading of “ Co-Partnership Opposed," it was reported 
on 5th July, 1920, that " Lever Brothers’ employees at 
a meeting held in Liverpool^ have passed a resolution 
declaring that the best interests of the tmde union would 
be setj/ed by all Levers’ employees returning their co- 
partnership script and refusing to accept any more, should 
it be offered. 

Co-Partnership— A Status-Raiser. 

These two schemes represent* two jvidely ‘different con- 
ceptions t)f what Labour Co-Partiyrship means. All 
subsequent schemes have been madellecf either on the 
(ttos) 
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one or the other; and it k. important that the lir^es of 
cleavage should be emphasized, in order that we may see 
the^rexact issue involved. , y 

Two distinct points of view fnay lie behind the intro- 
duction of a co-partnership scheme. One represents 
an unselfish motive,, the .other a business one. Th€ 
former lays sfress on the idea hat it is only fair and reason- 
able that they who help to make the profit should share in,it. 
Further, in addition to merely getting this in the shape of a 
fluctuating and transient cash bonus, they ought as intelli- 
genl^ individuals to hold a stake in the concern *by which, 
they live. They, in the interests of justice, should own part 
of the plant and equipment which they vivify by their 
labour. To say they must own only so much and no more 
is to put an arbitrary limit to the development of this 
principle of common ownership. But, so thcrargument runs, 
as owning implies buying and the worker has not the avail- 
able cash to compete on fair teims wi^kh the outside share- 
holder, he must 6e put in such a position that he can 
exercise this purchasing power to acquire that to which 
he has already a moral claim. Only out of profits can he 
^acquire this buying power. Now he has no experience 
in industrial buying and his needs are pressing, so he must 
be offered very strong inducements before he wili invest 
in business. This can be accomplished only by giving 
a gift out (Si profits in the shape of a share in capital. 
Thus the worker becomes a shareholding employee — ^a 
working partner. 

This necessity eof supplying the worker with the extra 
purchasing power to buy shares was certainly mucl\ more 
obvious at the time the Taylor scheme was introduced than 
it is to-day. *' During these twenty-five years the independ- 
ent spirit of labour has developed along with a considerable 
increase in its real wages, and in view of these new facts a 
contributionary element probably desirable. What 
this new responsibility on the part of labour may ultimately 
lead to does not deter the industrial pioneer. The worker 
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having acquired shares, there dMurally follows the exercise 
of the shareholders’ functions and responsibilities. Her^ 
the Tayfcr scheme seems on the face* of it to stop sh»rt. 

It is probable, h(jw^ver,*that this can be entirely justified. 
It is foolish to drive ftie analogy between tlie ordinary 
snareholdcr and the employeei-shar^holder t^ the point 
of completely identif 5 dng the^l: functions. Tl!e limitations 
of4he latter must be tajcen into account. A co-partnerslup 
scheme puts shares into the hands of persons entirely 
incapable by reason of lack of experience and education 
of exercising with sufficient vision the normal funetjons 
of shareholding. This is especially true when we remember 
that a large number of the labour co-partners may be 
women, girls, and boys. In the case of the Taylor scheme 
they are in a majority. 

The difficulty is accentuated when we remember that 
girls particularly are not likely to be permanent employees 
and it is ftatijrally (Jiffigult^for them to take a long view 
which may mean future beijcfits they can never hope to 
reap and present sacrifices to which they must submit. 
Again the shareholder’s and the worker’s interests are 
frequently in practical conflict whatever philosophers 
may tell us about their Ultimate unity. There is a danger 
that the worker with powers may bleed the concern in 
wages of its reserves. Where the workers already own 
morf than half the capital it is clearly too late tc^xperiment. 

Under all the circumstances it is a much better plan to 
repose a certain amount of coytrol in the workers through 
the formation of a co-partnership conrqittee. Under 
the Tkfylor plan this recently formed body, it is important 
to notice, ig not cofistituted merely for dealing with the 
details of thfe share- holding schemj. It is to all intents 
and purposes a works council similar to that advocated 
under the Whitley scheme. Its scope is not rigidly limited 
and already it has appointed set^en suh-committees to deal 
with such^iverse topics as edilcgition, sgfet]^ and sanitation, 
and the developjnent of the company's building estate. 
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This lias given the workers 6f«various grades an opportunity 
tor constructive work in a constitutional manner. The 
masn point is that here we have, in the twenty-f ve years 
the scheme has been in existence, the natural growth of a 
body of industrial co-partners who are now being given 
some opportunities of democratic control. This is tile 
natural and will be the inevitable development of co-part- 
nery. Ownership to be ever realoi; liv{*ly must be follovKid 
by some control over the thing owned. Otherwise in the 
present temper of labour there can be neither any vital 
interest in what is nominally own^d nor any '’fettling of 
respon.sibilify for it. 

Co-partnership— A Wa^e System. 

The other motive for introducing co-partnery has no 
sympathy with this view. It is primarily an economic 
motive and not a social one, and it aims at presenting the 
worker, within the limits of tlfe presetit indpstrt'al system, 
with an incentive to further productive effort. Increased 
efficiency, not greater well-being, is its purpose. It is not 
an experiment so much as a scheme. Negatively it is 
founded not so much on a desire to increase the status 
of labour as on a recognition of ‘the failure of the wage- 
system to stimulate the worker to maximum production. 
In the words of the founder of the Lever Brothers scheme : 
“ I believe ‘that it is impossible to produce the necessary 
propelling power of a human being unless you give some 
individual motive, incentive, and ideal of their own, which 
will encourage, them during all the weary hours of mono- 
tonous work, which will stimulate them during the^whole 
of a long life spent in industries . .‘ . and to maintain 
an active progressiveness and fan ever-reskly alertness 
during tfhe whole of \hat period, my experience proves 
to me it cannot be done with the wage-system alone.” 
(WiUiams, pp! 96-7.> 

The recognition #of the, failure of the uniform wage 
to encourage effort lies equally at the root of the present 
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atter^pt to extend paymenj;»by results. This remedial 
conception of co-partneriihip relegates the movement to the 
lower lc^rel,of simply another methdd of wage-pa 5 rro^nl, 
the attempt bein^ to differentiate between the industrial 
vafue of one worker and another and to pay in^ accordance 
•jierewith. The Taylor method i§ designed rather to 
increase the status of labour find not so muck*to introduce 
p;*ymcnt by resuhs as to rely on results by paymeSff. 
The great difficulty under the Lever scheme is to get a 
iY‘liable criterion of deserts. Unde^ a piece-work or 
a jiremium bonus sytdem, the amount produced or the 
timb spent is taken as the measurable unit of output. 
Then it becomes a straight question not indeed without 
its difficulties, but certainly much more likely to be fair 
and just than any method of adjudication that employs 
no calculable ifhit. 

The Lever co-partnership scheme is an example of this 
The wage* earned a^e not Ihe unit on which distribution is 
based but are used only as a rough iifdcx and for fixing 
a maximum ; position or gi*ade of work is considered only 
indirectly as reflected in salaries or wages earned ; lenjfh 
of service is taken into account only in prescribing minimum 
limits : in this case twenty-two years of age and four years^ 
service^ formerly twenty-five years and five years’ service. 
Thus, as the motive behind the scheme is to induce the 
woj-kers to waste not that they may want n<)t, otherwise 
to work hard in order to receive, the objective standards 
of achievement are passed by and the reward depends 
on the subjective estimate of the merits and deserts of 
eacl^ individual. To quote from a report of their scheme 
issued by Lever Brothers themselves : “ The system of 
allotment i» based on '^lue of service. Th^very slacker 
and ne’er-do-weel receives nil, thft apathetic frpm 5 per 
cent to 10 per (^nt, and the enthusiastic, appreciative and 
re.sponsive above 10 per cent* witl^ specisfl allotment for 
special services and helpfu! suggestions. " (Appendix 7 
to “Standardizing Welfare/’* pag§ 39.)* This estimation 



124 


SHARING PROFITS WITH EMPLOYEES 


of merit can at all times h? pnly a matter of opinion, and 
further of second-hand opinion ^ The judgment of the 
tru^^tecs who decide “ in the first instance, 'L a\^d much 
more, the decision of “ the holder of thg majority shares," 
which is " final and binding," cannot be otherwise tlian 
founded on a report Jrom the immediate superiors of the 
particular individual conccri,ed. Herein lie great possi- 
Imities of favouritism, autocratu; aiKbarbitrary adjudica- 
tions, and above all, the growth of a feeling of submission 
and dependence on che goodwill of the immediate superior. 
Apart from the effects on efficiency- of the psychological 
attitude created by feelings of jealousy and injustice, 
such a scheme does not even exercise the maximum of 
stimulating power. The reward is announced after and 
not before the work is done and the employee is left in 
doubt as to what amount, if any, he will receive in recogni- 
tion of his efforts. As his foreman must report on him 
his aim is to impress him favouMbly, a^d the best' way to do 
this may not be 'simply by working harder. Where the 
purpose is to reward merit, thh more personal and objective 
tHe criterion used the fairer it is likely to be. Thus co- 
partnership can never be other than a poor substitute for 
‘ a system of payment by results. 

Summary. 

In the United Kingdom, to-day, only a very few schemes 
exist where the whole of the profit-sharing bonus is devoted 
to transferring capital to the workers. The Batlcy scheme 
is such a case. ‘ In the twenty-five years of its operation it 
has meant the transference to the ‘employees of over half 
the capital a,nd -three-quarters of ^he annual pVofits. Not 
being a contributory icheme it has handed over capital 
without discrimination and to-day more than half the 
shs^^oldorstiuve no votesA Some control is assured them 
thrdligh a co-partnership committee, but the particular 
position reached* in Ai^ case suggests some doubt as to the 
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meri^ of what may be calje^ autdmajtic co-partnership 
as compaled with the elective principle of contribution. 

The {yptfcal scheme representing' the embodiment df 
contrasted motives is the Lever Brothers one. Here 
the immense size of the undertaking should be kept in 
“liiind in making the comparison. Only 2 J per cent of the 
issued capital of the undert^ing is held by*^mployees as 
a^inst over 50 per cent in the Taylor scheme. The issife 
made to employees under the Lever scheme is a special 
class of certificates which do not repr^ent real assets, and 
the distinction between an employee certificate-holder and 
an ‘ordinary shareholder is very marked. In short* the 
Batley plan is bolder, more generous, more democratic, 
and much more advanced than the Lever scheme. 

These two schemes have been the types on which most 
subsequent on^s have been moulded. The Taylor scheme 
has involved a direct sacrifice on the part of capital, a 
definite gtving of sqpiething without the expectation of its 
return in kind. The Lever scheme emBodies an economic 
motive and not a purely m^ral one. It is founded on the 
recognized failure of the wage system to promote maximffin 
production and it seeks to stimulate effort by rewarding 
merit. 

Probably of all methods of increasing output the granting 
of mere certificates is the least effective, and the further 
restrictions and limitations imposed prevent ai^ appreciable 
.social result from ensuing even as an incidental. On the 
whole, therefore, there is much more promise for the 
future along the more generous lines of t]ie Batley scheme. 




CHAPTER‘'XIII , 

IHE SPECIAL CASE OF GAS COMPANIES 

r . 

Ardent supf^ortcrs of Labouft- Co-partnership have argued 
fffat because tlie system has succ/'eded'''in gas undertakings 
it could be applied equally well in industry in general. 
They refute the idea that there exist specially favourable 
circumstances in this industry which facilitate tH'e develop- 
ment of co-partnership. ‘‘It is a great mistake,” 'says 
Aneurin Williams, ‘‘ to suppose that the gas industry 
is more suitable for co-partnership than many others.” 

This point is Of very great importance. If it can be 
maintained that this industry is typical' of industry in 
general then the case for co-partnership is proved. For 
the gas industry affords the okly instance in this country 
of a whole industrial field which has been largely reorganized 
on co-partnership lines. Afniost every other industry 
can furnish an example but only in this one is co-partnership 
the general rule. 

Nevertheless, it is almost certainly the case that the 
gas industry is a special case. In the first place most of the 
large gas undertakings arc working under cither the sliding 
scale system or the maximum dividend system, and tioth 
have this in common, that the dividends paid to share- 
holders are regulated according to the price of gas. Since 
Sir George Liv^sey introduced co-partnership in 1889 
into the South Metropolitan Gas Company the sliding, scale 
has been continually in operation. 'The precise figures 
have varied^from time to time aijd are again? likely to be 
altered Jo suit post-')i^ar conditions, but the following 
are typical. When gas costs 3s. Id. per*!, 000 cu. ft. the 
shares could receive ^ per Lent interest, and for every Id. 
that the price of ga^ fell, the'rate of interest couid rise by 
2s. 8d. per £100!^ For# every fall of Id. in the price of gas 
1^6 
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below Js. Id. a dividend on w^gps shoAld ^e paid of f per 
cent. If, ff>r example, ga% cost 2s. 6d., then capital would 
receive a dividend of 4 per cent plus 7 X 2s. 8d. per cent ==• 
4 9 per cent and labour 7 f = 5J per cent. The essential 
feature in the sliding scale system is that the consumer 
Glares in the profits through a reduction in price. This 
principle can be associated \|[ith the “ Rocljdale plan,” 
as adopted by the co-operative movement, and also witJii^ 
the kindred practice of such undertakings as Wm. Thomson 
& Sons, Ltd., Huddersfield, and the equally well-known 
])lan of the Nelson Maeufacturing Company in the United 
States. 

But the sjiecial point for consideration here is that 
the existence of the sliding scale removes several of the rocks 
on which profit-sharing schemes are so frequently wrecked. 
First, if fixed on^an equitable basis, it amounts in practice to 
a guarantee of profits. This was not, of course, the main 
purpose of* the sliding scale# which w'as designed primarily 
to safeguard the interests of the conifiimcrs. But the 
arrangement whereby the efieaper the price of gas, the 
greater the dividend to shareholders, means that in norm'd 
times losses can be almost entirely avoided through control 
of price. Now fluctuations in the amount of the bonus 
to laboifr always put any profit-sharing or co-partnership 
scheme in great jeopardy. This is especially true of the 
foriper, as in the latter ca.se, even though no b^nus be paid 
for the current year, the employee retains still his capital 
investment in the company. 

Now it may look as if to-5ay these facts arc falsified. 
I)urij;ig the year 1918, the South Metropolifafl Gas Company 
paid no bonus to* it§ 8,000 co-partnership employees, 
and the refurn to sharejiolders has been greatly reduced. 
This is entirely due to the ri.se tn prices ; dearer coal 
and heavier labour charges have vastly increased the 
cost of production and the oldtslidin^ scale^figures needed 
the revision since effected. ^But the anomalous position 
created by the war does not’affegt^the’qontentipn that 



128 


SCARING PROFITS WITH EMPLOYEES 


during the 30 years of th: .existence of the pioneer, scheme 
stability and continuity of profits has been greatly assisted 
Ijy the operation 'of the sliding scale. This sf/ibility has 
been extended to the bonus pdid to labour by determining 
its amount on the same principle. Thus it cannot be 
maintained that “ i.t is a great mistake to suppose that fnc 
gas industuy is more suitabrc for co-partnership than many 
>)thers.’' It is significant thatethe same writer admits in 
the same paragraph ' that the “ existence of the sliding scale 
facilitates matter?; in them ” (gas works). The distinction 
between the admission that the sli»ling-scale “'facilitates ” 
tile operation of co-partnership in gas undertaking but 
still does not render the latter “ more suitable “ for their 
adoption, is, to say the least of it, not at all clear. 

But the existence of the sliding scale is itself the proof 
of another point. The sliding scale dr its equivalent 
has been in operation during the whole period of the 
existence of profit-sharing «k:heme^ in gas works, being 
first adopted alAjut the year 1876. The present basis of 
division as contained in the !6ill recently before Parliament 
Is that after ordinary stock has received 6 per cent the 
surplus profits should be divided among the consumers, 
the ordinary stockholders and tiie employee co-partners, 
in the proportion of } to the consumers and \ equally 
between the ordinary stockholders and the employee 
co-partner^ Thus, following on the sharp shock given 
to the sliding scale arrangements by the new conditions 
and the consequent reconstruction necessary, it looks as 
if the pure slidjpg scale between prices and dividends will 
be replaced fey a scheme approximating more nearly to 
the maximum dividend plan, under which the surplus 
profits wil^ be employed largely in reducing price. In 
ten of ^the thirty-sijJ co-partnership gas companies the 
dividends are controlled by this altema'te scheme. Both 
the maximuni dividend to^shareholders and the maximum 
¥ *1 

^ Aneurin WiyiamS, M.A.,» Co-partnership and Profit-Sharing, 
Chap. V, pp. 87-88, 



THE SPECIAL CASE OF GAS COMPAlllES 


129 


price o| gas are fixed. The maximum dividend is cumula- 
tive, and pft>fits are used ipr this purpose and for reducing 
the price* gas. The bonus to erAployees fluctuates* 
inversely as the price, just*as under the pure sliding scale 
arrangement* and therefore offers very similar inducements 
TT) efficiency. 

Why was the sliding scale introduced in It^ into the 
regiilation of gas un'lertpjdngs ? The report of the com»^ 
mittee of Parliament wlTicli initiated the scale states that 
the object of the promoters was to jaolhdt* a stimulus to 
gas companies to carr^^ out their ojicrations by the same 
kind Tti good management as was customary with ordin^i-y* 
commercial undertakings. Why was such a stimulus 
necessary ? Simply because gas undertakings had a 
virtual local monopoly and were not subject to such 
competition as ^ere ordinary businesses. Certainly much 
has happened since those days, and now it is maintained 
that gas \Morks have^to mett a heavy competition from 
electric light and power ‘companies and^rom oil lighting 
and heating in all forms, and*have therefore to fight their 
way just as have ordinary commercial undertakings^ 
No doubt electricity and oil do compete as substitutes 
for gas but competition b2tween one gas works and another 
is practically non-existent ; in various uses too, lighting 
and heating, the competition differs and there is no doubt 
that to-day there are still certain monopolistic^dvantages 
in gas undertakings. The huge initial expense involved 
in laying down alternative means of lighting acts as a 
safeguard, at least against the too rapid encroachments 
of substitutes. 

In their eagerness* i(f prove the gas industry a special 
case, certaiif *vriters hav^ claimed too much in«the way of 
uniqueness. For instance, in his* “Co-operation and 
Co-partnership “ Mr, L. L. Price states that “ a gas company 
by contrast by extending its maims and the likff, is constantly 
adding to»its capital accountiin the normal course of its 
business ^.ction.” It is urged’ th?i^ mor^ than in other 
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industries a g^s company can always find an oi^tlet for 
any such additions for capital |is are involved in granting 
^ares to its employees. This is, however, a questionable 
proposition and finds its best knswer in a mere statement 
of fact. In January, 1919, the co-partners m the South 
Metropolitan Gas Company held £422,870 of stock, vjf 
this only some £46,600 was purchased by the company 
'»«from new issues for the purppse of iconvcrting the work- 
people’s cash bonus into shares; the remaining £376,270 
of stock was purchased for this purpose in the open market. 
This is typical of the procedure imother gas undertakings. 

' Again, fluctuations in demand are neither so coxnmon 
nor so violent as in other industries. There is the usual 
seasonal variation between summer and winter, but nothing 
like the intense^ fluctuations of boom and depression such 
as characterize, say, the cotton or building trades. Control 
of price depends largely on competition, and as no other 
gas works can send its products from a distance the market 
is assured and bnly the slow development of substitutes 
can alter this fact. 

' Of course, the rapid growth of industrial combinations 
may so alter conditions as to put many other productive 
undertakings on much the same Tooting as gas companies. 
The natural local monopoly of gas companies, and indeed 
of most municipal undertakings, may be paralleled by the 
creation of national or even international combinations. 
This new autocracy will inevitably have to be subordinated 
to the sovereignty of the State, and in the introduction of 
legislation to safeguard consumers an opportunity is 
offered for protecting the workers by some method^of co- 
ordinating wages, profits, and prices. This may well be 
the occaskn for which those who advocate , State support 
for co-partnership ar^ waiting. 

Undoubtedly these circumstances d?o render the gas 
companies a field exceptionally favourable for the appli- 
cation of co-partnership methods. But suck a fertile 
field might n€ver h^vc Wn tilled had not a foi*m?r 
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chairm^ of the South Metropqfiian Gas Company, in the 
person of Sfr George Livesey, been a strong advocate of 
the system. .His opportunity to get the support of hij^ 
directors came as ti^e result of certain industrial troubles 
with the Ga*s Workers' Union in the autumn of 1889. 
'ffiis introduction of the new s^ystety was followed by 
a strike of 2,000 employees, thdir principal objaAion being 
thaUthe conditions attache4 interfered with the rights of* 
their union. This strike was a failure, as the company 
filled the places of the strikers, but for ^ long time these 
troubles infhienced the^mployees' attitude to the scheme. 
Indeed the Gas Workers’ Union has never manifested afiy' 
great enthusiasm for it, even although about 1905 the 
clause in the declaration signed by employce-co-partners 
to the effect that they were not members of ^le Gas Workers' 
Union was removed. 

The Spr^d of the Movement. 

TJie example of the pioneer company wa#not immediately 
followed by the other gas \/orks. Four years later the 
South Suburban adopted a similar co-partnership schem«^ 
and about twelve years later the Commercial and the 
Chester companies followed suit. After an interval of some 
eighteen "years from the original introduction, co-partner- 
ship became an epidemic among gas companies and its 
extension was rapid. From 1908-1914 some^ thirty-four 
companies adopted co-partnership schemes, as also did 
a few municipally-owned gas and electricity undertakings. 
It should be noted, however,* that the amount of stock 
acquired by employees through profit-sharing is as yet only 
a small proportion cf the whole. Only in the case of the 
South Metropolitan do eiqployees hold over 5 per cent of the 
total capital ; in seven others they^old over 2 ]ger cent, 
while in all the remaining companies the amount of their 
holding is under 2 per cent.* Of course^the new con- 
ditions buought about by the war have upset the whole 
arrangements associated with’ the, sliding scale. But it 
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would not be, fair to srJj^w thjs in any way reflect 
on our opinion of co-partnership. The amolint divided 
a^ong employ ees during the year 1918 was,ve*ry meagre 
indeed, but shareholders siiffefed sirrjilarly. In the case 
of the South Metropolitan Gas Company, lor instance, 
the dividend paid ^to shareholders under the Statuto?^ 
Undertakings (Temporary /ncrcases of Charges) Act, 1918, 
only a little over half of ihr pre-war rate. The w^ole 
arrangement of dividend and bonus required adjustment 
to the new conditions and the real success of co-partnership 
in gas undertakings must not be coe.sidered as ‘affected by 
this more or less accidental happening. 

But while no doubt the gas industry is carried on under 
conditions specially favourable to the growth of co-part- 
nership schemes, many useful lessons can be learnt from 
their development in this most favoured' "'industry. Con- 
ditions arc not so dissimilar as to make it unprofitable 
to compare ways and means, t Again, though ga.. companies 
are a sort of st?mi-sheltcred valley wherein the plant of 
co-partnership may bear its richest fruit, it is a likely 
Supposition that the method of its cultivation under these 
favourable conditions will similarly promote its growth 
in the open fields. Thus in considering, as is done in the 
following two chapters, the attitude of labour to co-part- 
nership and the conditions of its success, it has seemed 
neither necessary nor expedient to rule out the valuable 
experience gained in the gas industry. 

While the three schemes selected as examples are each 
typical of their own class, and these three classes include 
the whole field of existing labour co-partnership schemes 
in Britain, there is a considerable ntimbcr of plans by which 
an employee receives shares which are excluded from all 
of these three clas.ses.* The proviso which excludes them 
is the one mentioned in Part II, Chaptef VI, namely, that 
a majority ofUhe workpecple must be eligible before the 
firm concerned can be said ^ to exercise profit-sharing or 
co-partnership. " Bu\ ^the restricted sharing of profits 
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with certain selected, employees quite common in the 
United Kingdom. This is^ also the case in the United 
States, whtre^the number of establishnents which share 
some proportion of their profits with certain of their more 
important employees •greatly outnumbers those in which 
rtfe majority of employees are eligible for partreipation. 

No detailed statistics of these|lifnite(f scheme^ have been 
collected for the United Kingdom. Several general facts^ 
connected with them can* however, be stated. In the first 
place there is generally a secretive element about them that 
would i)rolably exclude the possibility of published 
statistics. This is due to several very practical consider;^ 
lions. Only a small number of the higher employees 
participate, and if the matter were noised abroad there is 
always the risk of exciting the jealousy qf the excluded 
majority. In an^ case if a line has to be drawn it must 
be more or less arbitrary and the less it is emphasized the 
better. Agqin, where the company concerned is not a 
puolic one andTias to mtiet severe competition, potential 
or actual, it is not in its inteihsts that the amount of its 
profits be widely known. This has meant frequently - 
that even the participants are not acquainted with the 
exact proportion of the profits distributed and they are 
even enjoined not to communicate to each other the amount 
they receive. 

In most cases the scheme includes only the admin- 
istrative and executive officials in the business. Many of 
these, by reason of their high office, acquire an inner 
knowledge and experience which makes them particularly 
valuable employees. In most cases the desire on the part 
of the* employer is primarily to keep their services in the 
business. If'^uch a staff official leaves, or starts business 
on his own account, or, worse still, transfers to a rival, the 
particular businea; may be seriously jeopardized. In 
these cases the profit-sharing lynus becomtiB a kind of 
“ retaining, fee,"' or, if we wijh to be cynical, a kind of 
“ hush money.” 
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Such schemes, must notibe confused with those in which 
the basis of bonus computation, is not profits ' out sales or 
output. These schemes may mean a sharing out of profits, 
but are certainly not according'to profits and are therefore 
not strictly speaking profit-sharing scnemes. A brief 
consideration of these schemes is attempted in Part IV. 

Nummary. 

In gas companies special circunistanccs exist favourable 
to the growth 6f co-partnership. There is a relative 
stability bom of their economic conditions and not possessed 
by industry in general. They are subject only to com- 
petition from substitutes, have a comparatively steady 
and assured market, possess a quasi-monopolistic position, 
and are regulated by statute. 

If the rapid modern developments " of combination 
should gather all industries into powerful groups which 
possess many of the characteristic^ of gas undertakings, 
then the growtsi of co-partnership would be favoured. 
Especially would this be s6 if State regulation of mono- 
**polies — ^as seems almost inevitable — were further to heighten 
the similarity. But under ordinary competitive conditions 
the introduction of co-partnery is certainly more difficult. 

This does not mean that the experience of gas companies 
is of no value. Wliat will succeed under favoured circum- 
stances is rlikely only to be less successful elsewhere. It 
does not become null and void, but the special conditions 
mean caution in effecting the transfer to general industry. 

The co-partnership movement spread very tardily 
even among gas undertakings, but about ten years ago an 
outburst of activity resulted in the larger part of the 
industry adopting co-partnership. The w^l for a time 
upset the basis of co-partnership, as it did of dividends, 
but recent adjustments have restored tlie balance. 

The three ♦types of co-partnership in use in the United 
Kingdom are represented by the Lever scheme, «the Batley 
scheme, and the Sou^h Mkropolitan scheme. In all these 
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cases practically all the employees al-e pligible for par- 
ticipation. •• But outsidt? Jhese, a great number of plans 
exist imdter ^which the employer makes some grant ^f‘ 
shares to his staff. Limited participation almost inevitably 
meafts secrecy and complete details cannot be ascertained. 



CHAPtEE XlV 

^ ( 

. labour’s attitude to CO-PARTNERV 

The objectjons of faboul pay be either fundamental or 
^cidental. The former objections haye been to some extent 
dealt with in considering the attKude of labour to profits. 
The most articulalsi, though not necessarily on that account 
the most representative, section of^he labour .movement, 
declaims vehemently against the whole paraphernalia 
of reform, which it says if carried out would not alter by 
one iota the fundamental baseness and iniquity of the wage- 
profit relationship. These “ whole hoggers " have no use 
for such tinkering reforms as profit-sharing and co-partner- 
ship which, they say, are designed to patch up a demoral- 
izing system. “ I hate exploitation,” says M^. G. D. H. 
Cole, “ and regaad it as an immoral and unclean thing, and 
people who try to moralize* its details while leaving the 
fundamental immorality of its essential relations unaffected 
make me angry.” These petty reforms, the argument 
runs, are simply designed to keep the working class in 
subjection by keeping it in a good temper and mean “ no 
more and no less than stroking a cat the right way is the 
best trick to make it purr.” 

In their reckoning, profit-sharing and co-partnership, 
the scions of an immoral house, stand condemned in their 
parentage. The question 'co these leaders of the plebs 
is not whether In itself it is a good thing, but simply that 
it tends to perpetuate a bad one. ‘Into the larger question 
as to the juitification of capitalism it is not her^our province 
to enter. The case 'for capitafism has been very ably 
made out by Mr. Hartley Withers and certain it is that no 
one has yet made out a practicable, convincing substitute 
for the present * industrial , structure. To criticize and 
condemn with great show of reason is easy, for even small 
136 
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boys jan throw stones. What* we n^ed.to do is 'not to 
preach revolution but fo.bend our energies to removing 
the man^ yemishes that disfigure what is, in essenje* 
good. 

If co-parther Aip Be a move in the direction of progress 
*’it should be accepted, developed, and extended. Only 
by transition can we live whle'we reconstru^f. But the 
phn^se “ the direction of progress " is a vague one and only* 
when wc give it content can we determine the relation of 
co-partnership to it. Few vdll deny ^hat the extension 
of self-go^mment ii* industry and the increase of the 
status and standard of living of labour would be r?aT* 
progress. Does co-partnership promote these ? 

Properly applied and in the appropriate circumstances 
we believe that it does. If a sudden and dramatic “ boule- 
versement " of the economic structure is highly undesirable 
can we find a less disastrous method ? It is impossible 
to erect suddenly and at a fiioment’s notice a new indus- 
trial system, STmply because some of th«* materials neces- 
sary to the construction cannot be created but must 
be developed and grown. These things are two iif 
number ; first, business ability, second, commercial credit. 
Each is a plant of slow and patient growth. The first 
means ftnowledge and experience, the second stabihty 
and power to forecast the future. Any new orientation 
of industry must preserve these indispensaljje elements 
and this can be done only by transforming and not 
destrojdng. 

Co-partnership is a direct method towards the attain- 
ment of these ends. If labour desires* industrial self- 
government, desires*to*be the hirer of capital and not its 
servant, no fitter way of jicquiring this absolutely necessary 
factor in modem industry can be iJnagined than ^through 
the gradual and progressive acquisition of shares in 
industrial undertakings. Now it would be feolish to assert 
that employers in introducing*co-partnership have had this 
in mind as the ultimate goal to w^jicli tlifey desired it to 



138 


SHARING PROFITS WITH EMPLOYEES 


lead. iBut it is the necesstu^y and logical conclusion to all 
systems of real co-partnership. * In varying degrees this 
iias already been realized in certain firms. wllich have 
practised co-partnership for a long /period. The best 
examples in Britain are William Thomson & Sons, ltd., 
Huddersfield; and J., T. & J. Taylor, Ltd., Bailey. Iri 
France the cnost notable examples are the Bon Marche, 
"taris ; Leclaire’s firm (Brugniot, Cros & Co.), Paris ; Godin 
& Co. (now Colin & Co.), Guise ; and Laroche Joubert & Co., 
Angouleme. In afi these cases the workmen employed 
_have a very extensive share in the Control, responsibility, 
profit, and capital of the business. Their organization 
approximates very nearly to that of the Productive Associa- 
tions of Workmen but with this important difference, 
that they have evolved to this stage from being private 
capitalistic undertakings and have therefore avoided the 
mistakes in management and in discipline that have 
exacted such a heavy toll from those societies formed 
primarily in the interests of the workmen producers. 

The attitude of labour towards co-partnery , profit-sharing, 
and even payment by results admits, however, of historical 
interpretation . It has been the tradition in British industry 
for all movements for an increase in wages to come from the 
side of the workers. Labour has got only what (or a 
portion of what) it fought for. Nowadays we find, in 
contradiction to all use and wont, employers coming for\jyard 
with proposals which mean on the face of them an increase 
in earnings. Labour is mystified and can trace these 
proposals only to the same self-interested motives as have 
traditionally animated employers. For it is a cardinal 
fact in these matters that co-partnership and profit-sharing 
have never" been asked for by labour, but liave always 
been an, employer's proposal. Thus it is only natural, 
all the circumstances being considered, that labour should 
look somewhat quijytically at the new proposals. But 
this attitude, while it may be explained on these grounds, 
must be justified on others. 
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Sharps v. Gash. 

Many of the argumente used against proftt-sharing can 
equally te .used against co-partner^ip. But the n^w 
condition that theV^onus ft left to accumulate in the busi- 
ness rather alt*ers the point of some of the ^criticisms, 
riie several bonuses paid each ^ear certainly remain too 
small to exert any great stintulating effect. »t‘his bonus, 
however, is not sperft but accumulates in the form of sharesf 
and may amount in time to a considerable holding capable 
of influencing the employee’s attitude* to the firm. The 
mere dividend on file shares held by the worker will 
act fn influencing him much as a cash profit-sharing bonus 
will, with the addition that the dividend on shares is likely 
to be very much smaller, being merely interest or dividend 
on the profit-bonus. But in this case the important thing 
is not the annual dividend but the permanent capital 
investment. Thus the smallness of the bonus as an argu- 
ment agakist^ profit-sharing tends to lose its force as a 
'"o-partnership scheme grow| and the Holding of shares 
accumulates. 

Again the matter of remoteness loses point in thaf 
though dividends are paid only once a year, the employee’s 
holding of stock or shares remains in his possession through- 
out, ah& in many cases can, if special necessity occurs, 
be transmuted into cash. A similar remark applies to 
fluctuations in the amount of bonus. The dividend may 
and does fluctuate, but to the worker, who gets only a 
relatively small amount, the dividend is significant only 
as a witness to the amount of his holding. Its 
particular fluctuations are likely neither to stimulate 
nor depress him. Bu? the variation of the market value 
of the shares is much jnore important. Softie firms ex- 
pressly safeguard their workpeopfe against an^ loss on 
this account by* an arrangement to redeem them at par, 
accompanied usually by restrfction^ desigrted to prevent 
the worlftnan from selling hfe shares,^ or leaving to obtain 
their capital value. Thus in ma^iy cas^s the argument 



140 ' SHARING PROFITS WITH EMPLOYEES 

against cash profit-sharing, which points out the uni ettling 
^effects of fluctuations, hardly applies at all when^this share 
ofprofits is held as a permanent investment in vhe company. 

The fact that under most profit-,slfaring schemes the 
reward accruing to labour does not distinguish between 
the lazy and the deligent, and so offers no incentive to 
^effort, applies with almost equal force in the case of co- 
partnery. But under the latter it js certainly more possible 
to introduce discriminating differences. A sum of money 
paid annually or semi-annually and purporting to be the 
employee’s share in the profits soont'omes to be looked on 
not as a privilege but as a right. The worker has been 
taught that he helped to make the profil and he argues 
that the share he gets of it is his due, or part of his due. 
What was at fir^ considered a gift, comes^to be looked on 
as a right. If, say, for a period of five years the workman 
has regularly received a bonus of £10 at Christmas, he will 
expect it to be continued aneJ" will feel very, aggrieved if it 
ceases. If he holds the M£^**xian theory that profits are 

stolen wages ” this is especially the case. But where he 
gets a share in the capital of the business this is not so 
obvious. He may, if he argues that capital is simply 
accumulated profits, reckon that in the first ^instance 
labour made them, but still a share of this capital is not so 
obviously his due as may be a share in the yearly profits he 
helps to ma^ce. Thus it is more possible to introduce the 
element of deserts when a share in capital is given. It is 
recognized in the first instance as an “ act of grace ” by the 
management an^d therefore more under the control of the 
donor. 

This fact, that under co-partnership the mp feel they 
are coming' into possession of an**" extra ” oh which they 
have nc claim, enables the employer to exercise more 
discretion and control over its disposition. But this 
desire to exercise discrimination in sharing the benefits 
points the way to, the inherent defect in the system. 
Neither profit-snaring enor co-partnership, based on it can 
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ever fcr apy length of^time^Ct as a shrong stimulus to 
production. The total •profits made are not the direct 
product of the worker’s effort ; again his share is at the meicy 
of ‘‘ the dispretionVjf the management,” and the cause and 
effect relationship between efforts and rewards^is remote 


and obscure where not actual^ ;injusit. 

Such are some of the economic arguments against co- 
paftnery, but quite ayart from these there is a strong 
opposition in the labour ranks to co-partnery largely 


because it is vieweij^ as menacing to the vested interest 
that labour possesses in its trade union organization. 


Labour's Criticism. 

Labour’s main argument against co-partnery is that it 
sectionalizes t)je men and endangers thd solidity of their 
unions. Men share in the prosperity of a business, acquire 
ownership of some of its capital, and therefore cease to 
have comAon.intere£ts with the rest of their fellow-workers, 
'^'hey are less ready to come put on strike for higher wages 
while they themselves are suffering no hardships through 
sharing profits. Indeed they may know quite definitely 
that a higher wage will simply diminish their share of profits ^ 
and leave them with no advantage gained. This attempt 
at broadening the workers' interest is, of course, viewed 
with suspicion by those who desire much more radical 
changes. Mr. G. D. H. Cole, for instancepin his The 
World of Labour, refers to profit-sharing as a red-herring 
drawn across the path of latpur. The argument runs in 
this way. The smooth working of an iijd^stry is always 
to the benefit of the employer but only of benefit to the 
worker if h| securesliis rights. To be in a position to secure 
these rights*the worker must be fu^Jy organized and quite 
independent of the prosperity of the industry* If the 
worker’s hands are tied by having an interest in the business 
it is fatal to the whole purpos^or which it !s asserted that 
labour i? organized — ^the gradual ahplition of capitalistic 
exploitation, to-partnership thertfore is represented as 
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having a bee in its bonnet, Uijd as being an insidious attempt 
to give labour vested interests!- in the continuance of a 
pernicious system. 

While this is the main argument advanced against co- 
partnership, and, if true, is conclusive, other minor criticisms 
aimed more at present-day schemes are also urged. These 
arc advance^! against the n!iachinery of its administration 
and are not so much meant to expose what we have pre- 
viously called its inherent defects. It is maintained that 
the worker gels much less than his due share of the increased 
profits that may result. His efficiency increases’ 10 per cent 
wiiile he gets only an extra 5 per cent on wages, the' pre- 
sumption being that he is entitled to the full amount of the 
increase. Again it is urged that even where you have 
workers in virttie of their co-partnership represented on 
the board of directors, they are always in a hopeless and 
ineffective minority. This nosition, it is asserted, far 
from leading on to the rnuch-desired democratization 
of industry, rathbr tends to perpetuate the present capital- 
istic system by varnishing over the essential distinction 
'between capital and labour and cheating labour of its 
birthright for a mere mess of pottage. 

These arguments, though specious, will not bear examina- 
tion. They are the one-sided declarations of a partisan. 
While advocating on the one hand a gradual transition 
to a new industrial day when democracy will be enthroned, 
such critics refuse to see in the co-partnership movement 
the faint light of its dawn. To-day, whatever be the root 
causes of industrial unrest, the factor that most irritates 
labour is the appropriation of profit by a small minority 
of the community, resulting in the mal-distribution of 
wealth. Tiie disposal of residuary profit u the storm 
centre. * Any attempt at a change over to a new order must 
begin by a new regulation or division of this much discussed 
surplus. Various prpposak have been foreshadowed, each 
designed to achieve this. In' some cases it is proposed that 
the profits shall go tp the State by naj;ionalization ; in 
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others,that profits above a reasonable minimum shall be 
expropriate*!! and the ciilprits fined— Profiteering Act ; 
in still olherfe that the State should ‘employ experts to 
investigate costs ^d henbe fix prices and limit profits, 
or again that an Excess Profits or Corporation Tax should be 
imposed to curb the cupidity of the exploiter. In almost 
every case this is the windmill at which labour tilts and 
belWiid many of thtsc j^roposals lies a desire to placate' 
labour and so far it seems to justify the attitude of the 
wage-earner. 

Now if there be any merit in the proposal that the State 
slioifid appropriate excess profit, or again that the consumer 
should have it handed to him in the shape of reduced prices, 
there can be no valid reason why the actual producers in 
that particular industry should be denied a certain share. 
Thus in theory there can be no real, fundamental objection 
to co-partnership on the part of the community. There 
may be, and are, other arguSients, but the broad position 
r<.*mains that if it be just and ^ght that outside shareholders 
get dividends it cannot be wrong that the active producers 
under certain conditions get a share in profits. If, on the' 
other hand, it be the accepted practice in industry to share 
the profits among a functionless rentier class, and such 
a practice is wrong, surely it is a step in the right direction 
to make the worker a shareholder. To deny this is logically 
indefensible. He who does not wish to see* the present 
industrial system altered must indeed be barren of ideas ; 
he who subscribes to violent and catastrophic measures 
can be no student of history’; he who refuses to accept 
inslgilments of progress, and suspiciously* rejects them all 
as capitalistic deviv?es,*is, however much he subscribes in 
theory to tB« policy of a,gradual transition to li new order, 
nevertheless an enemy of all soliS progress. The only 
alternative to a* complete hold-up of industry, involving 
utter dislocation of the vast, delicate jndustrtal mechanism, 
is to acedpt willingly all attempts and^experiments towards 
a higher level of industrial life. 
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To say that attempts iAa4e to share profits with workers 
are always designed to destroy the solidity of labour is 
simply untrue. In very many cases the schemes were 
introduced with the express sanction giAi often co-operation 
of the trade unions. These have in many cases helped 
to mould and fashion tlje ^scheme. That they would do 
this if they felt that their solidity, and hence their very 
existence, was immediately threatepcd is simply unthinkable. 
The wide application of co-partnery would indeed necessarily 
have its effect on trade unionism, though not to the extent 
that many of the systems that labour itsAf proposes 
would have. Labour extremists seem to object t() any 
change that spells co-operation and to encourage only those 
that mean union dictatorship. But surely modifications 
of structure and function need not meai^ disintegration. 
There is of course no denying that the many-sided motives 
that have induced employers at various times to think 
of profit-sharing schemes include a few cfise^' where the 
intention was to use this a|^ an instrument for attacking 
the unions. Two such cases have already been mentioned. 
But these cases arc entirely exceptional. Nor arc there 
many cases where it can be shown that the worker is 
defrauded of part of the increase he creates, "'^at the 
workers’ share of profit should be must always be difficult 
to determine, and there are, at least, as many cases where 
the worker has received more than any extra profits created. 
In any case the ideal is to make the worker a shareholder, 
and if he be defrauded iri the amount of his dividend 
so also must be^ the ordinary shareholder. This common 
cause is one of the great merits of true co-partnery. 

Co-partnersliip certainly does aim ’at consolidating the 
relations of capital ai^d labour and this is suit;ly greatly to 
be desifed. This pressing problem of industrial relations 
must be solved before industry can make* any considerable 
progress. Almost every dbuntry is faced with this acute 
question, and it i^ certain* that the nation )^hich first 
finds a solution to it •will dominate the industrial world. 
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Co-paitncrship is one attempt of Aany towards a solution and 
it seems ^ if the extreme*left wing of labour will condemn 
it according to the measure of its success. If revoluticti- 
aric§ and extremist J)elieve in the class war, then the more 
they can widen the gap between the worker and hig employer 
the nearer will they bring the j:l^sh o5 the opposing forces. 
In such an aim lies its own condemnation And if trade 
unions are opposed* to ^industrial partnership simply for* 
that reason then they also must stan^ convicted on the 
charge of being an^-social. That, in the first instance, 
the labour representatives when admitted to the position 
of directors should be in a minority is most desirable. 
To give them majority control immediately would be 
disastrous. They have to graduate in the new school before 
they become fujfy fledged practitioners. 

As for the more specific charge that co-partnership 
inlerfeies with the operation of collective bargaining, the 
? nswer is that it may, but need not, do so. If, in the excep- 
i'onal cases, profit-sharing y:hemes were intended as a 
battering-ram to attack the trade union citadel then cer- 
tainly these schemes stand condemned. But to magnify 
the importance of these cases and use them for launching 
a general charge againsl all such schemes is entirely un- 
justified. Previously we ventured to comment on certain 
shortcomings of the Lever Brothers scheme and recent 
happenings have confirmed this view. 

The following illustrates an unfortunate mal-development 
which does a great deal to condemn a beneficent movement 
in the eyes of labour. In June 1920 a strike at Port 
Sunlight was settled and the men reinstated at their 
old wages and und*er the former conditions, but on the 
question of •co-partnership and ot^er such Schemes the 
firm decided that the men's action automatically oancelled 
participation in* them. This presumably takes place 
under Clause 10, which statdl that certificates may be 
cancelled*" if an employee shill, in th^ opinion of the trus- 
tees, be guilty neglect of duty, dishonesty, intemperance, 
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immorality, wilful miscoii4uct, flagrant inefficienoy, dis- 
loyalty to his employers, or breach of his undertaking not 
' tfi» waste time, labour, materials or money in-the discharge 
of his duties, but to loyally arid faitjifully further the in- 
terests of the company and its associated companies to^ 
the best of his skill ?nd ability, and whether or not he shall 
resign or b'e« discharged from' his employment in consequence 
thereof.” This action on the part 'of the employeiis in 
penalizing the men who went on strike was followed by 
the passing of a resolution at a mcetjng of the employees 
” that the best interests of the rfade uniori would be 
Terved by all Lever’s employees returning their co-partner- 
ship script and refusing to accept any more should it be 
offered.” 

Here we have another case where tacitly the benefits of 
trade unionism were set over against the monetary reward 
accruing under co-partnership. Under such conditions 
no scheme of sharing profit^ will ever succce^l and this, 
as we shall atteiApt to show ip the next chapter, is one of the 
essential safeguards that must be introduced in inaugurating 
any participating scheme. But to disapprove of a whole 
movement simply because one experiment, unfortunately 
much advertised, has gone awry is' not reasonable, especially 
when it is clear that this is an instance more of ihe letter 
than of the spirit of co-partnery. 

4- 

Summary. 

Those who desire to ruin the whole structure do not 
desire to improve the parts. Co-partnery attempts the 
latter and is fherefore condemned by extremists. , This 
attitude reveals a complete ignoratice of the essential 
fact that the modem economic system is a grov?th, and even 
if radically unsound would only die if uprooted. Co- 
partnery promises a way of pmnirtg off the dead 
growth. 

Real progress means, at least, extension of freedom into 
industry, self-lovemiyient. self-realization, destruction of 
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social (J^stinctions founded mer^l5^ on owning, and a higher 
status and Standard of lifa. Co-partnership is one of the 
essentials attaining this. 

The traditional, to unfoKunate, procedure is for labour 
in quest of advances to ask, demand, and threaten, to 
which the employer replies by refusal, based on the ground 
of impossibility, followed by compromise under threat. 
In ce-partnership thefemployer offers, and this is enough to 
make labour suspect. This accounts to a considerable 
extent for labour’s opposition. 

When prdsperity- sharing takes the form of shares instead 
of cash the position is improved. Shares give the worker* 
a continued interest as compared with the intermittent 
cash one. The fluctuations and remoteness of payment 
are secondary to the permanent investmentt 

Labour extremists maintain that co-partnery perpetuates 
the pernicious system of capitalism. The reply is that it 
offers a saft and sound method of so modifying and trans- 
forming the present system a^to amount 4n reality to the 
creation of a new one. It is the way of transition and not 
destruction. Second, co-partnery destroys the solidity of 
labour, it has a disintegrating effect on trade imionism. 
Before this can be admitted as an objection it must be 
proved that the present form and function of workers’ 
organizations is socially and industrially desirable. But 
even, leaving this larger question, have-not trade 
unions in many instances accepted co-partnery, and 
is their conduct explicable if it be the disruptive force 
asserted ? 

Tlycit the worker may not get his full sh&re of the extra 
profits produced is nU re^on for denying the principle but a 
reason only 1[«r modifying the details. Moreover it would 
be as difficult to prove that the worter has got tqo little 
as it would be easy for the employer to show that the worker 
has received too much. The share is indettsrminate until 
the ideal ef every worker being a shareholder is attained, 
in which case any differential compJaTnt iS automatically 
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removed. The, worker must crawl before he can walk, 
and that he should be at in a minolity on the 
'l^oards of dircctois is very desirable. He ihust learn 
a great deal quite new to him bcl-ore assuming full 
responsibility. 



CHAPTER XV 
t6e conditions of success 

So far the general position ha", been arrived at, that cash 
profit-sharing among the wage-earning class is a mistake. 
Ncifher in theory nor in practice can it be shown to be 
effective cither in promoting productive efficiency or 
industrial l\armony. * The former aim is to be achieved only 
by aji equitable system of payment by results and th'' 
lattci by some form of democratic control in the workshop. 
Wliere payment by results is impracticable (and standard- 
ization is daily reducing such cases), a system of profit- 
sharing may b^ used as a substitute. Such cases exist 
in the soap, the gas, and the electric industries, also in the 
repairing and jobbing trades ■ Again, where the workman 
goes to his job rather than the job comes to him, as in 
building and agriculture, and' where variety is great and 
supervision difficult, as in “ chain " stores, there may be 
some possibility of an effective profit-sharing scheme. 

But profit-sharing ha^ by far its strongest claim as 
an instnment for increasing the efficiency of the manage- 
ment class. Apart from salesmen it is almost impossible 
to pay discretionary employees by results. They produce 
directly no material product, they merely g^^e services. 
Their services are vital to the success of the firm, they co- 
ordinate the activities of the various groups, arrange the 
smooth flow of materials from process ^o# process, and 
gcnetally knit up tl^ business in buying and selling with 
the outside ^vorld. Output or tumove/ is no real measure 
of their services, as bofh these may increase while the 
firm as a whole js simply piling up debts. TheViearest 
one can get to a suitable guide is the amorat of profits 
earned, and profit-sharing in Jheir ca^ is the best possible 
approximation to a system of payment^by results. This is 
149 
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strengthened by the fact <lhat managers as a rule Jiave a 
juster appreciation of the uncertainties of business and can 
'influence greatly, by their individual efforts in preventing 
waste, the prosperity of the ilndertalttng. Apart from 
these special cases cash profit-sharing cannot be commended. 

Go-partnf)rship. 

If, however, the share in profits dots not take the fprm 
of a vanishing cash bonus, but is 'given as an actual share 
in the capital invested, then the position is entirely different. 
The real merit in co-partnership does^not, however, rest in 
Its profit-sharing basis, but in the fact that it makes the 
wage-earner a shareholder. Co-partnership may be and 
is arrived at by other avenues, but the merits of the accom- 
plished fact can be considered apart from the means of 
reaching it. 

Viewed in the light of the criticisms against cash profit- 
sharing, co-partnership sho^^s up well. The rn vestment 
that a worker mUy acquire cm amount to a very consider- 
able sum. For instance, under the Taylor scheme, a man 
who had been in the employment of the company for 
twenty years and whose wage had averaged 35s. a week 
during that time, received during 1919 in addition, as 
labour bonus in the form of shares and as dividend, some 
;fl 16s. a week extra to wages. Apart from its possible 
size there i^ a subtle psychological difference in the form 
and periodicity of payment. A cash payment made 
yearly has a very different effect on the minds of the 
recipients from the slow acquisition of a real amount of 
invested capital'. 

At first sight it might appear that the dividends being 
remote and small hi amount are, really minirr'ial sensibles 
equally j with the cash bonus ; indeed it might be said 
that they are more so, as they normally represent merely 
interest on the cash Iwnus.t But what the workman values 
is the fact that he is laying up for himself a capital sum 
which can be Realized in case of emergency. The merit 
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here akin to that of the Rochdale plan." To feel 
self-sufficient every man, like every business, needs an 
assured income and, second, a reserve fund. The co- 
operative " dividend " and the co-partnership system alike 
tenS to secure the latter and in this encouragement of 
thrift lies a great part of their strength. 

The workman gains an ever-present possession in the 
sha^e of shares. This is subject to fluctuation from three 
directions. First, the amount of shares to be allotted 
varies with the profits made for the year ; second, the rate 
of dividena on the shares he already possesses may fluctuate ; 
and •third, the market value of these shares may change. 
It is certainly desirable that labour should not be subject 
to all these fluctuations. The first and second should, 
however, be borne by labour, as otherwise the whole co- 
partnership principle is invalidated. We have tried to 
show that cash profit-sharing is ineffective when applied 
to the huge mass of wage-earners and is justified only 
when more direct and simpler methods* of payment by 
results are inapplicable. But in those cases where it is 
necessary to adopt it in lieu of a better method, it is funda- 
mental that the worker’s bonus be according to profits 
and therefore liable to variations similar to profits. 

But the third uncertainty, that residing in the movements 
of the Stock Exchange, should not be borne by the worker- 
co-j)artncr as it is by the general sharcholdcro This is so 
for several reasons. The worker's shareholding represents 
a very different thing from the investment of an ordinary 
shareholder, depending on the different standards of life. 
In ^lost cases the sum the worker holds m shares will 
represent his only monetary reserve, and safety and security 
will be his*4irst lequirement. Again* the netessary un- 
certainties of business are not clearly realized by the worker 
and a sudden depreciation in the value of his holding is to 
him inexplicable and consequent^ irrigating and disappoint- 
ing. Th» temptation to sell Out when his shares are at a 
premium would destroy the co-partnership principle, and 
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if he is not allowed to berfeift by appreciation he ought not 
to be called on to suffer from^depreciation. * Lastly, the 
Vorker-shareholdei^is called on to keep his»shares simply 
in virtue of his employment ; He mustS:herefore be offered 
a sufficient inducement, and this most readily takes the Wm 
of security and stability of v^alue. 

f 

The Primazy Conditions. 

At a time like the present, when the industrial world 
is in a ferment of unrest, and violent, catastrophic changes 
are advocated from the soap-boxes at every street corner, 
one must in a cool hour think straight about these 'facts 
and come to some conclusion as to a way out. The greatest 
hope of a time of peaceful progress and transition lies in the 
co-partnership movement. By means of the extension 
of this movement alone can the just aspirations of the 
millions of wage-earners be realized and all that is good 
in the leadership and personal initiative policy of the 
present system 'be preserve^d for future generations. It 
can equally be a path across the Red Sea of revolution 
and at the same time a means of reconciling interests that 
at present are opposed. But to accomplish this the move- 
ment must be built on a sound basis and allowed free 
development. * 

The sound foundation must mean that three elementary 
conditions ^^e observed. First, the whole scheme must rest 
on a perfectly definite and detailed plan mutually discussed 
and agreed upon by the accredited agents of both parties. 
It has frequently been urged both in France and in this 
country that th^ State should draw out a national scheme to 
be made obligatory in industry. Alternatively it has been 
suggested, us by Lord Robert Cecil, that the^ State should 
make the establishment of a co-partnership scheme a 
condition of government assistance and use for propaganda 
purposes the«opportunitm> presented by its conciliatory 
activities in industrial dilutes. There is practically 
nothing to be %aid‘ii\ favour of the compulsory method. 
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The embodying this idea^ifltroduced into the French 
Chamber o\ Deputies in 1910 was dropped after the most 
careful consideration of its proposals,* which in this cajie 
had special referefcc^e to the coal mines. To make it a 
government enactment is certain in Britain to ruin the 
chances of its success. Nor i| the second proposal to be 
recommended. Unless the movement by 4:lie weight 
of its own inherent Soundness makes its way in industry, 
it is not likely to do so as a government recommendation. 

But while the ac^ption of co-partnership must be left 
to the frcel^lay of individual initiative, the details ought to 
be iftutually agreed on and then made perfectly definite 
and clear. The difficulty here is that it is the employer 
who makes all the concessions and he is naturally not 
disp)Osed to enter into an agreement limiting his power 
while being assured of no tangible return. It is this 
position which has meant that so many of the details 
of the schemes have been left “ to the discretion of the 
management," with no gre|.ter backing than a vague 
moral obligation. Where possible, the agreement should 
be not only explicit but bilateral and legally binding on 
both parties. 

Again, for co-partnerShip to be a real influence in the 
industrial circumstances of the day, the full market or 
standard rate of wages must be paid. There should be no 
pitting of the co-partnership benefits against thpse of labour 
organization. Even if the former promises a much bigger 
return there should also be embodied a guarantee of union 
rates. It is not enough that the wage paid plus the co- 
partnery increment should represent a larger sum than the 
standard wage. Thts simply means, from the trade union 
point of vie%, that the njpn employed by that firm are not 
likely to join in common action to increase wages jnd this 
threat to the solidarity of labour is enough to condemn 
the scheme. The co-partners(up shares wid dividend 
must repiesent an addition Dver and above the normal 
wage paidin the trade and district. 
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Lastly, such benefits rtujst be substantial and Tiot in- 
significant. It is not possible to estimate this m its money 
equivalent, but in itvcrage years it should be planned so as 
to amount to, at the very least, a capkal sum equivalent 
to an additional three weeks’ wages per' annum. Again, 
and this may seem -a hard (paying, if profit-sharing be the 
basis, the Lltemative of taking the bonus in ca.sh or in 
shares should not be allowed. The worker should be free 
to participate or not in the scheme but if he chooses to 
join he must take the bonus in shares This the manage- 
ment is entitled to insist on, as after all they ard the donors. 
It has been demonstrated time and again that if an di)tion 
be allowed the worker is very likely to simply discount the 
future and take the cash. 

The Secondary Conditions. 

In the above account it is taken for granted that the 
co-partnership scheme is founded on a profit-sharing basis. 
This, of course, fs not necessarily the case, as already many 
firms offer inducements to their employees to contribute 
from wages sums to buy shares in the undertaking. In 
many ways this is preferable to the profit-sharing basis. 
It does away with the necessity for dictating to the workman 
the form in which he must take his bonus. If co-partner- 
ship be aimed at, there seems no escape from the funda- 
mental paradox of giving a gift in a form, i.e. with a purTX)se. 
Soon the recipient comes to expect the gift, that is, to 
consider it a right, and naturally wishes to dictate its form. 
This has been evident recently in the action of trade unions 
in insisting on the option being allowed between cash and 
shares. Thus the co-partnership ^prJhciple is lost. This 
is the direct result 6l founding shareholding on-'^ plan which 
puts the workers in a class by themselves. For in general, 
co-partnership schemes should aim at Consolidating the 
worker among the geneiil body of investors and not 
granting segregating conditions such as making him the 
holder of a certfficate or of any special class of script created 
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purely ;for him. . He should a^ifearly as possible be made 
an ordinary shareholder. •The minimum of reservations is^ 
the ideal . Th« more the workman finds that he has commofi 
interests with the general bbdyfcf shareholders, and that he 
benefits or suffers along with them and in no wisp distinct 
from them, the more likely is tl|e scheme to be satisfactory. 
But the mere fact that the workman becomes a shareholder 
solely in virtue of hi^ emj)loyment and not because invest- 
ment is bis business, renders the imposition of extra 
conditions both posable and desirable. 

First, shSlres should not be gifted to the employees. 
This Is charity and socially undesirable and also ineffective 
as a stimulus to industry. The better method is to grant 
the profit-sharing bonus in this form, or to make the scheme 
a contributory pne, at the same time offering special in- 
ducements. These inducements can take a variety of 
forms, shares standing at a premium may be issued at par, 
dividends may be paid to capital account on allotment, 
or a profit-sharing bonus rr^y be givcfl to employee- 
shareholders. Reasons will be given later why it is probably 
better to found co-partnership on such inducements 
rather than on a profit-sharing basis. 

Second, the employee ‘should be encouraged to invest 
in ordin*ary rather than in preference shares. Wliile 
these workman-shares should have a prior charge on the 
asset^, and be redeemable at par, it is not desirable to 
sacrifice everything to stability. Unless the worker 
feels that the firm’s prosperity is immediately reflected 

in the dividend he receives, there is no tie to knit his 

• • 

interests and efforts to the business. 

Third, following fin *the above, it is expedient that 
the employe^shareholder* should, as^fJr as pcftsible, line 
himself alongside the other shareholders and that he^should 
acquire the usual Tights and duties. As an ordinary share- 
holder he should, subject to holding tj^e reqiflred quota of 
shares, be entitled to speak andVote at the general meetings. 
Only when.he has some control over#wliat Itc holds can he 
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realize his ownership as real And it is not enough ^o give 
,him control merely in virtue of his employment ; he must 
bl‘ given the same icind and degree of control as the other 
holders of the company's ^tapital. Md it is here that 
profit-sha»-ing as the basis of co-partnership fails. It 
puts into the hands 6f incoif petents shares which normally 
carry a control they are unfit to exercise. 

Fourth, the employee cannot in the circumstances be 
allowed the same freedom of disposal of his holding as the 
ordinary shareholder. Otherwise it / is extremely likely 
that the bait of a small rise in the quoted value of his holding 
will induce him to sell out. Alternatively, as this holding 
may be his only reserve fund, he may find himself compelled 
to realize during a slump. Both these misfortunes, one to 
the firm the other to the worker, can be prev( nted by making 
it a condition that the workman must not part with his 
holding, or alternatively in<^ucing him to hold on by an 
extra rate of dividend. Provision should in dll cases be 
made to enable him to carh his shares in an extreme 
emergency, or some six months after leaving the service, 
or on his retirement. 

Fifth, the whole scheme requires a high degree of 
courage on the part of the employer. If dividing a large 
sum into a thousand parts leaves very little for each, the 
multiplication of a small holding by the number of 
employees may represent a large share of capital. There 
is a great danger in imposing any limit to the total number 
of shares employees may hold. Sooner or later this limit 
may be reaqhed and to make it operative imposes in- 
justices on the qualifying members. These become ^^ocal 
and the limit is extended and so on unfil it may be that the 
operatives become' the majority shareholders. Co-part- 
nership in the United Kingdom is of very recent growth 
and consequently very few instances exist where private 
businesses travelling- alon^* the path of profit-sharing have 
arrived at co-operative production. Only in two cases 
do employees Sold over 50 per cent of the capital, in one 
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case tljey hold 20 per cent, and ih the remaining caseil they 
hold only ftom 2 to 6 p*er« cent. To limit the number of 
shares each employee may hojd is a naore just procedure* 
than limiting the wtal numbef of such shares. But even 
this individual fimit must be more or less arbitrary. If 
tlie co-partnership plan is e|*ected don a profit-sharing 
basis, it seems possible that in time the employei^may come 
to Ijold a large proportion of the capital. Just as capital^ 
originally represented accumulated savings mainly out of 
profits, so the wor]jpeoplc, the greatest potential savers 
because individually the smallest spenders and consumers, 
may*out of their profit-sharing bonuses eventually come 
buy out the external shareholders. In modem industry, 
capital and still more capital is absolutely indispensable, 
and if it mustgbe preserved and multiplied and the an- 
tagonism between its present holders and those it employs 
is to be broken down, the only possible method is to 
spread it »mong the wage-eiSuers. Narrow limits in the 
proportion of the total capital the worker can hold, or 
in the extent of his individual shares, are bound in 
the end to prove irksome even when not obviously 
unfair. 

• 

Mal-administration under Co-partnership. 

As the ideal is that the worker should as far as possible 
be pnder no other restrictions than the orcjjnary share- 
holder, he should also have the voting rights of the latter. 
But this introduces a difficulty such as we saw confronted 
the management in the Taylor case. A profit-sharing 
bonus is not selective of capacity to control . * It may place 
shares in the hands df tHose who have no business knowledge 
or experienCt. If for no^other reason ^han me»e proximity 
they are likely to attend regularly and in large numbers 
the shareholders' meetings. One can imagine such a 
meeting with a large numby of workpeople present, 
including^ women and boys, <and capable by their voting 
power of dictating the policy of th| l!nn.» Their point of 
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view will be not sO much that of shareholders concerned 
with the stability and futr^re pp^perity of a competitive 
'business, but rather that ^of wage-earners^ whose weekly 
subsistence is derived fron^ the busintiGs. This condition 
of affairs arises because the shares which conferred voting 
power on' them automaticajly accrued by reason of profits 
and not because they werefdesired with a clear consciousness 
of the responsibility involved. Hence., wherever a question 
involves an opposition of wages tu profits, the former will 
be the paramount* consideration and this may readily give 
rise to the advocacy of all sorts of ridiculous and suicidal 
policies. 

Mr. J. J. Mallon has drawn attention to another 
possible result of co-partnership. He said it if were applied 
in all the great, industries it would mean “ that at every 
stage workers and employers would be o/ganized for the 
exploitation of the community and there would be a great 
many strong and hostile grouf s.’' At present th^e are three 
main groups whose interests are frequently at variance — 
employers, workers, and consumers. Co-partnership, Mr. 
Mallon admits, will knit up the interests of workers and 
employers and so help to remove the great and at present 
the most acute and destructive antagonism which besets 
modem industry. That in itself would be a gain worth 
much sacrifice. But the two in combination would exploit 
the consumer, presumably limit output, and raise prices 
and profits to a maximum. The supposition is that^this 
is not being done, otherwise it can be no new evil. But 
already this evil is in our midst. The report of the Com- 
mittee on Tmsfi’., issued in 1919, and the subsequent reports 
made of investigations into particular industries amply 
confirm tl^e view ,that monopolistic powei;,» over many 
essential commodities is already in the hands of small 
groups and in some cases these groups 3 re actually using 
this power tq exploit thc^ consumer for their own profit. 
At present the capVtal-own^rs have the powe^ — a more 
concentrated aqd aif tocratic form of power than when capital 
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is diffused — and this power i» certainly used to Secure 
maximum profits which, "oj coti^sc, may not mean maximum 
prices. Except that a larged body ^'A\ have the same 
immediate interests, and in sc| having will abolish a metre 
blasting antagonism* it is difficult to see how this power 
to exploit the consumer wo^ld be ^trengthenM by co- 
partnership. The case would be different i^ labour had 
coi^sistently used it# power to reduce prices. The normal 
attitude of labour has Iseen to claim a share in prosperity 
through increased ^wages and not to* reduce profits by 
reducing prices to the consumer. There are clear signs 
tha^ the worker is getting sick of the never-ending pursuft 
of wages after prices and is turning round to a new policy — 
the increase of real wages by reducing prices — as in the 
miners' recent attempt to secure a redu(ition in the price 
of domestic coal. * 

This approach to a statesmanlike view of the whole 
problem an augury of How the consumer might be 
expected to fare in the hands of a cliLSS of workmen- 
shareholding-consumers. One hundred thousand employee- 
consumers might find it to their private gain to hold up 
the remaining forty odd millions to ransom, but twelve 
million workers, representing thirty millions of the ' 
population, would have no such inducement. Apart from 
times of abnormal scarcity, as since the Armistice, it is 
liardly likely that as long as British ports are open any home 
producer will be able, or being able, will be permitted, 
permanently to exploit the consumers. 

If, therefore, there is no reason to suppose that the 
consumer would as a class, or rather as a function, suffer 
more than at present «.t the hands of the same class exer- 
cising the tijnction of production, the%possiblekCxploitation 
would have to take the form of in(fiistry against industry. 
Would the wodeers, say in the cotton industry, having 
much to do with settling their^wn wages, jaise these to a 
maximujn and consequently force \he workers in other 
industries to pay ransom prices for theiii products ? On 
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this assumption we should have each industry striving 
after maximum wages and ^xploifing as far as' within its 
p^wer its economic '■position The first result would be a 
, huge difference as between deferent industries in the amount 
that a skilled mechanic or tradesman could earn. Those 
industries sheltered from foreign competition would yield 
high wages' /;hose subject to it might bear only a minimum 
^wage and would suffer from severe uriemployment. This 
would certainly shake the whole Solidarity of the labour 
movement ; it woutd mean reorganizat^n on an industrial 
instead of a craft basis. Nevertheless it wohld be an 
equally possible happening under guild socialism, or ’any 
system which gave the worker some real control over the 
commercial activities and financial arrangements of his 
industry. The present development of ifnde unionism 
is rapidly putting into the hands of the worker this crucial 
control but without the sobering knowledge of the whole 
mass of mobile conditions wliich dominate tho industry. 
The worker, at pfesent, has to, guide him nothing more than 
the assertions of his employer, whose word in a controversy 
is discounted before it is uttered and disbelieved when it 
is. Only the full, clear, daylight knowledge of economic 
facts will educate the worker to ‘recognize the limits of 
his demands. And co-partnership by giving real ow^rship , 
followed by real control and responsibility for the thing 
owned, is an/)pen door out of the stuffy, over-heated r^om 
of commercial and industrial strife. 

Control under Co-partnership. 

Two methods bf control are in actual use to-day. Either 
the employee-shareholders get the o/diifary rights of voting 
at shareholcters’ meetings with posfibly the rigkf'of electing 
one or t)VO workmen-directors, or a special co-partnership 
conunittee is instituted as a medium for-expressing their 
special points* of view. T(ie first system alone is^ quite 
inadequate to meet the needs of the case. For cne thing 
the shareholders? meet ,only once or twice a yean often at 
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some distance fijom the works. !ind the business is largely 
formal. In the case of 4wo [as companies and in four 
other cases in the ynited King lorn, en?ployee-shareholdefs* 
are j-epresented on Ijie Boards of Directors. This method 
of expression is again not adt ijuate to meet the circum- 
stances. For one thing it if too direct; many of the 
suggestions, complaints, claims and proposals ate too vague 
or too insignificant *to be a fit subject of discussion at a' 
meeting of directors. \Vliile it is useful to have direct 
representation on tlie supreme tribunal, some secondary, 
less formaf and more open platform for the expression of 
opimon is also necessary. 

This is provided by the formation of a Joint Committee. 
This committee should not be merely consultative, for if 
so, it is very a|)t to become anaemic. It “should have real 
power and real responsibility within, of course, the limits 
of its function. Such limits are fairly obvious and should 
centre round the operations of the co-partnership scheme. 
Power to deal with the adnpnistration df the scheme, or 
with such difficulties and differences of opinion as are 
bound to arise from time to time, or with the disposal of 
funds, or with the general welfare and working conditions 
of employment should be vested in such a joint committee. 
This committee will be quite distinct both in composition 
and in function from a works committee ; it is a committee 
of fo-partners interested in the retrospect ^nd prospect 
of the undertaking as a whole with special reference to 
the share accruing to the workers. Questions dealing with 
wages, hours of work, overtime, should be dealt with by a 
committee more representative of the *latour organisa- 
tions, while all social activities should be regulated by a 
committee* Appointed iiyespective |like of cd-partnership 
and trade unionism. Of course, in works w^^ere the 
general body of workers are both co-partners and trade 
unionists this multiplication# of fommi#tees is quite 
nnneces^ry, but until thi^ is so. separate committees 
are best.# 



162 


SHARING PROFITS WITH EMPLOYEES 


Smmnary. 

Where profits are the cjnly .pleasurable results cash 
{)i;pfit-sharing may bt used su xessfully to promote efficiency. 
As a means of promoting harmonious relations co-partnery 
is much preferable. Undcrg-it the worker can acquire a 
considerable reserve fund in^piediately available in case of 
urgent need,, 

* Real co-partnery implies a sharing iii the good and bad 
fortunes of the business, but certain risks the workman 
should not be asked to bear. He shquld be guaranteed 
the return of his capital and his risk confined to the fluc- 
tuations of profits as it affects first the rate of, and second 
the dividend on, his accumulation. 

A co-partnership scheme, to be successful, should be 
founded on a plan mutually agreed upon ^find embodied 
in a perfectly definite agreement. Trade union rates 
of wages and conditions of work should be recognized and 
no attempt made to pit the advantages of the ore against 
the other. The vidvantages ^f co-partnership should be 
substantial and the minimum annual award should 
amount to three weeks' wages. Lastly, if on a profit- 
sharing basis, co-partnership should be made obligatory 
and not optional. 

Only the minimum of differential conditions shduld be 
imposed. This means the maximum of identity with 
outside stockjiolders and an easy transition to ordinary 
conditions when justified. The gifting of shares — apart 
from special cases as to ex-soldiers — ^is not to be commended. 
Ordinary shares carrying the usual rights are the most 
appropriate investment for workers. Greater security or 
extra dividend should be offered in exchange for continuous 
holding. 

Where^ profit-sharing is the basis of co-partnership and 
voting power therefore automatically acquired, it is possible 
that it may be iinintelligentjy used. The coalescing of the 
interests of capital and labour in co-partnership may lead 
to both exploitkig the consumers. But this possibility 
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is moi^ menacing at present vlfen power is rapidly becom- 
ing centralized into combinalons and monopolies. The 
workers’ control should be exercised through the ordinary 
voting rights of stareholderj and secondly through a 
co-partnership committee. 
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COLLECTIVE OUTPUT BONUS SCHEMES 

i 

It may seem at firrt sight that a bonus on collective output 
is not a method of sharing profits With employees but 
os simply a particular system of payment by results. There 
is much to be said for this view. The important matter 
here, however, is not the particular category into which 
an exact analysis would show the scheme ought to go. 
The fact remains that such schemes are afsociated in the 
popular mind with profit-sharing, if not as a contrast, 
then as a substitute, and nc\,attempt to cover the ground 
would be complete without a reference to thefii. This is 
especially so because collective bonus schemes have grown 
rapidly of late years, and to-day they are in use in over 
fifty establishments in the United Kingdom. 

The direct labour-cost of the finished product varies 
greatly in different industries but is usually betyveen 30 
to 40 per cent of the total cost. In cheapening the product 
or in increasing the profit, labour has only this proportion 
on which t(y work. If so, it is urged, why should labour 
be compensated according to the efficiency of the other 
factors that contribute the major share of the cost ? If 
labour's contribj^tion to profit can be made only by means 
of output surely this should be take,n as the criterion of the 
worker's remuneration. On output labour ^ has direct 
power, and if paid according to ils exercise of that power 
surely the stimulating effect of earnings is greatest. 

This argument, however, has the defect of proving too 
much as it goes beyond the^conclusion it is used to establish. 
It points imanswerably to payment by individual results 
164 
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and not collective results. Fq ‘it is self-evident that each 
individual has control ove’’ onl |his own output, and to pay 
him according. to what he is pe sonallyd-esponsible for is to 
provide him with the biggest possible inducement to aug- 
ment his production. Only jjrhere this is impossible or 
inexpedient should recourse be .nade ta a bonus on collective 
output. The unusual argument has been adv?,j\ced that a 
coT^prehensive bonus is preferable to an individual one 
because it provides that the standard to be achieved is in 
machinery or other jjroducts actually finished and dispatched 
and not in details only. The vision conjured up by such 
a claam is that under individual rates, the balance of produc- 
tion may be entirely unsettled, and the components pro- 
duced out of relation to the number required in assembling 
the finished artjcle. This, of course, may be so and if so 
the management is at fault and not the system whose 
defect here seems to be that it over-stimulates production. 
Judged solely from the point o! view of industrial efficiency, 
a collective bonus is likely to promote output more than 
a system of profit-sharing will, but less than a system of 
payment by individual results. 

But, apart from its comparative inefficiency, a system of 
collective bonuses on output has been said to suffer from 
several 'grave defects. These may be grouped briefly 
under the following heads — 

(1) It is unjust to the diligent. 

It stimulates only when novel. 

(3) It leads to sporadic outbursts of activity designed 
for window-dressing. 

(4j It emphasizes quantity not quality* ol output and 
consequently means wa<te of materials. 

(5) When* profits go it is bound to fail. 

The argument that a collective bonus is unfair to the 
more industrious iias not always been considered a defect 
in the scheme. It is maintaiqpd that as the more con- 
scientiouf^re brought to realiae the effects on their earnings 
of the slac^king by others, they take steps ..to sec that no 
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one remains a mere passea^jer in the scheme. Ea^h man 
becomes a foreman to his fe ’’low.-* But this accepts the fact 
of injustice to some, whiia injustice ^may, or may not, 
according to circumstances ' redound in the beneficial way 
suggested. If it does take tl "e form of chiding the sluggards 
it is maintained that the delinquents are more likely to 
respond to an appeal by their work-mates, or by the shop 
committee, than they are to give ear to the criticisms 
of the management. 

The weight to be attached to this remedial process must 
depend on the extent to which a team consciousness has 
been developed. This is never the product of a wage- 
system. No change merely confined to the financial 
relations between the employer and his men will ever 
create this. It is a matter of the spirit and ^ot of the purse. 
For this reason it is evident that a method of remuneration 
which has produced excellent results in one business may 
be an immediate and deplorable failure when transferred 
to another, simpiy because tlv? spiritual soil which nourished 
it in one place was absent in the next. Thus it would be a 
great mistake to suppose that a collective bonus necessarily 
carried with it a team spirit. If so, the merits of unequal 
financial remuneration in leading to the stimulation of the 
sluggards must depend on factors other than the mere 
existence of a collective scheme. 

The probkfm of developing a group or fellowship spirit 
is primarily one of management and personality, but 
certain structural characteristics assist or retard its growth. 
The most obvious is the size of the unit. The smaller the 
unit in size, the easier will it be, other things being equal, 
to develop a communal consciousness. In the growth of 
modern industrialisni we lost unknowingly a priceless 
industrial asset. Previously the working man served a 
master, now he merely works for a company. The re- 
incarnation of this spirit k furthered by the smallpess of 
the unit. Second, besides b^ing a small unit it should also 
be a selected one. Where efficiency differs widely injustices 
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are severer. If the labour be l^ected and when selected 
trained, thfs would go* fer fp establish uniformity of 
achievement and ccmsequently mstice in remuneration. • 

It is of the utmojt importaice to the success of any 
industrial innovaStion that step| be first taken to create an 
atmosphere favourable to its de /elopmc*nt. Fair, open and 
just dealing, combined with mutual discussion o4 problems, 
is the best guarantee* of an atmosphere of confidence and 
good-will. Preparedness* to make sacrifices is the most 
obvious proof to tha worker that he is being justly treated. 
This atmosphere, in which alone a hive spirit can develop, 
maybe already in existence in a works due to past dealings, 
or it may be created, promoted and furthered by the 
discussions antecedent to the introduction of a collective 
scheme. Henc<j, in nearly all the cases where such plans 
have succeeded the workers have been taken fully into the 
confidence of the firm with respect to the new proposals 
and have thus come to regard the scheme as partly their 
^'wn and to feel so far responsilje for its successful operation. 

Where this has been done it has been found that the 
diligent have not been content merely to blame the manage- 
ment for the disproportion between their efforts and their 
rewards but have themselves directly tried to rouse the 
drones in the hive. But where the scheme has been merely 
admired in its operation in another undertaking and has 
beeq taken over, copied slavishly and then thi^wn into the 
workshop in the expectation that it would prove an equally 
serviceable antidote to lethargy and discontent, it has 
without exception proved a miserable and costly failure. 
It has bred jealousies and bickerings, has rutned production, 
has led to severe enliefsms of the management, has killed 
initiative afld discourage^ effort. ]ji*Such ciitumstances 
it most certainly justifies the argument of injustice. , 

The Other Objections. 

It stimulates only when hovel is the second charge 
brought figainst the collective J^onus ischeme. This, 

* 12 -( 1885 ) 
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however, is not a charge l)^culiar to this type of scheme. 
Indeed, it is true to say that j(io firai judgment can be passed 
on the merits of any indu trial innovation that involves 
human relationship unless Jhe scheme has been “tried 
out ” for at least five yearsj. A new suit may be a perfect 
fit but may not wear well. - It is the presence of wearing 
qualities tb,at can be revealed only by continued use in 
practice. This will subject the new plan to strain .find 
tension from many different directions, and only when it 
has successfully withstood them can be certain of its 
entire suitability. This is an important point to be kept 
in mind when we have paraded in front of us the merits 
of such a very youthful scheme as that of Priestman Bros., 
Hull. The Higher Production Council would have been 
well advised to select some of the older collective bonus 
schemes to demonstrate what it considers the efficiency of 
this method of remuneration. 

For instance, some twelve months before tht Hull plan 
was adopted, a scheme similar to it was adopted by Messrs. 
Thwaites Brothers, Ltd., Thornton Road Works, Bradford. 
The increase of output obtained was, strangely enough, 
exactly similar to that which resulted from the Priestman 
scheme, namely 40 per cent. But the skilled workers 
were disappointed with their proportion of the extra award 
and an individual piece-work system was substituted for 
the collectjye bonus. The result was an increase of 
output amounting to about 200 per cent over that pro- 
duced under ordinary day-work. It is only fair to the 
Priestman Scheme to record that previous to the intro- 
duction of their collective bonus, piece-work exjsted 
in some of their departments. ' The workmen, with 
the exception of S-he boiler-m^kefS, were ^in this case 
so favourably disposed to the new plan that piece-work 
was discontinued. 

It may be stated in general that any new system which 
promises an increased remuneration to the worker will 
stand a great ohance^of being accepted by the immediate 
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beneficiaries, while it will be |^ft to tlie official represen- 
tatives of ftibour to poihi to ‘^.mdesirable ultimate results 
and to advise the workers ^ stand aloof. Priestmayi* 
Bros., in introducing their system in 1917, gave to all their 
worlcers a 10 per cent advance in day-wages irrespective 
of output. Probably this wa., an excellent way of over- 
coming initial difficulties, but !rom our presedt point of 
viejj/ such a gift wa5 likely still further to mean an added* 
attraction in the noveltjfand an uncritical acceptance in the 
first instance of tlje scheme. This guaranteed increase 
over standfird rates would also attract the best workmen 
from outside and part of the increase of production may be 
thus accounted for. It may also prove prejudicial to the 
general interests of the industry and has, in actual fact, 
been objected Jo on this ground. • 

Any system of payment which remunerates a whole 
series of services in proportion to only one of them, must 
lead to undue emphasis being placed on the calculated factor. 
The services a workman can lender to his firm include good 
time-keeping, saving of waste in lighting, raw materials, 
tools and machines, the production of a good quality of 
work and, lastly, of an increased quantity of work. If 
he is paid solely on the last factor, whether by individual 
or colle*ctive results, it is natural that he will tend to con- 
centrate on the paying element. Urgent work not in an 
adyanced state may be neglected in favour ojwork nearly 
finished which will immediately affect the output figures. 

Akin to this is the objection that payment for output 
leads to the deterioration in the quality of work, and also 
to carelessness and negligence with thef d^her property 
of the firm. This objection, like the former, is one directed 
against pa^iroent on output and iipt specifically against 
the collective estimation of that output. It tjierefore 
applies equally whether individual or joint production be 

the unit. Also it is not fundamental and can be removed 

• • 

by granting subsidiary awards for economy of matenal 
and saviqg of waste. 
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A more ultimate objectid/i < is that which urges that the 
team bonus system is boun;i to Jail when mojA required, 
when profits diminish. ' The argument seeihs to be 
that as the workers are paid for output and the selling 
price of that output has nojdirect relation' to its cost, the 
employer may find his profluS gone and still have to pay 
a big collective bonus to his workers. 

This argument is fallacious. Collective bonuses ^on 
output cheapen the cost of production per unit. The 
worker is remunerated for what he produces over the 
standard, but not in such a way as to render the last units 
produced more costly to the employer than the first. The 
overhead charges are distributed over a bigger volume 
of production and the cost per unit, even after the bonus 
has been added *lo wages, is le.ss than if np extra output 
had taken place. Thus in the struggle for markets, the 
shops working under the old time-rate conditions would be 
unable to meet the competAion of those wording under 
collective bonusc^s. The lafler w'ould rather tend to 
conserve profits owing to lessened cost of i)roduction. In 
essence this argument is simply one for the “ restriction 
of output ” as a remedy for over-production. But here 
reduced output, involving the abolition of a spur to pro- 
duction, means increased costs per unit and therefbre still 
further reduces demand. Even, however, where collective 
bonuses are^,paid profits might disappear. But it is 
important to notice that this can happen only in spite 
of the collective bonus system and never because of it. 
Of course, if the amount of the bonus was wrongly adjusted 
so that no ^Uantage accrued to capital (an unlikely 
happening), it might be the actual'cailse of the failure of 
a business. “But thi?> outrages the^very principJe on which 
the boijus is claimed to be constructed. Its economic 
justification in the eyes of its advocates •is an advantage 
to both partiofi. Thus the crude argument that a com- 
prehensive bonus on output must necessarily tdiminish 
profits is quite false* To say that when profits disappear 
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it is i)Ound to Jail is a ridic/ilous statement ; it is much 
nearer tl^e truth to assert*that;if profits, over a long period, 
are non-existeht the business itself mu^ disappear. 

The Claims* o! Group Konuses. 

The first and most important is ‘that it ii^troduces a 
spirit of co-operation into the workshop. “ Kever in th^ 
history of labour have^employer and employee worked so 
amicably together xmder any scheme, 'i says a foreman in 
Priestman Bros. "‘We have now a combination of interest 
instead of an individual outlook, and nothing tends tg 
mate work a greater pleasure than to think that each of us 
is helping one another." This is probably a just statement, 
but one swallow does not make a summer. The immediate 
and the ultimate effects of any innovation may be entirely 
different and even contradictory, especially so with stimu- 
lants, and until the schemt^has completed its trial trip 
no stateitTent can be taken as final on the matter. Second, 
confidence and co-operation* are never tTic products of a 
cold-blooded financial scheme. They are the fundamental 
antecedents of any and every successful industrial innova- 
tion, a successful scheme presupposes them and often 
presupposes little else. A scheme may be unsound, 
mistaken, and even positively unjust and yet be apparently 
successful. If we take the success of any individual scheme 
as illustrating its universal application we #iall find that 
entirely diverse and contradictory innovations have each 
on these grounds of practical individual success proved their 
claim to general use. The Higher Pr^dyction Council 
would have done well,to remember this before advocating 
the Priesrinan scheme as one immediately applicable 
" to all the*great industfies.” 

But the management of Priestman Bros, hav^ a more 
just appreciation of the factors that have so far contributed 
to their success. The success of the scheme, it is stated, 
has beeiT “largely due to the readiness on the part of the 
mai^agement ta give information t« the committee as well 
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as to the accuracy of the g.atements placed before< them. 
Jt is essential to the successffil wdrking of such scl^emes that 
frankness should eitist on Doth sides, and under the cir- 
cumstances confidence is readily maintained." There is 
hardly any new idea in indfistry which would not succeed 
for a time when backed by such mutual goodwill. There 
, is good reasbn to believe that on a close analysis the success 
of the Hull plan is due not so much to its intrinsic merits 
as to the anteced^'^nt atmosphere in which it was bom. 
In summing up we may quote the words of a T.U. delegate. 

If I might venture to express an opinion,^' he says, 
“ why your scheme is so successful I should say it is' due 
to you starting with honest and fair intentions which gained 
the confidence of the men." 

Another argument advanced in favour of the team 
output bonus is that by means of it the workshop becomes 
a microcosm of the business. ^.The worker is lead in his own 
interests to study the larger problems of produttion. As 
the joint output is the basis of his remuneiation he has to 
consider his unit as a whole. The orders that come to his 
department, the supply of raw materials and accessories, 
the tools, machines and equipment, the lighting and ventila- 
ting appliances, the flow of materials through the shop, 
the health, comfort, time-keeping and general efficiency 
of his mates, and the skill of new employees are all matters 
that directly affect each individual's earnings. This 
larger interest is greatly to be desired and would certainly 
justify considerable sacrifice to attain it. 

But this stjll falls far short of making the workshop a 
microcosm of the whole business^ Output under this 
fellowship system of bonus awards, still remains the sole 
direct concern of tAe* worker antf the management have 
many ffroblems to wrestle with quite outside this sphere. 
The whole array of questions concerned*with the buying 
of the raw materials, and the marketing of the finished 
product, and genera]ly the financial side of the undertaking 
are still outside the dirict personal interest pf the employee. 
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Theoretically {he only way Icompietely to interest the 
output proJlucer in the* whole industrial and communal 
fortunes of the undertaking is to shares capital and cons<^' 
quently profits. Bqt this demands complete frankness 
and openness and, above all, ae. the fundamental condition 
of its success, a measure of real vital controlling power. 
No concessions short of these will induce labowr to invest 
its leisure and inter*est in the business by which it lives, 
for to do this is to emtiark on a hard^task which only 
prolonged study car achieve. 

To-day ^he workers flock in their thousands to see a 
football match. They do not themselves engage in the 
game but the spectacular attractions are sufficient to invite 
and retain their interest. The game of business can never 
become equall]^ attractive. The worker •is, however, in 
the game but at present he is in too remote anduninfiuential 
a corner to call forth his wider interests. He is merely 
a wage-taker ; as such his labour organizations have gifted 
him with enormous powers, bul these powei§ arc exceedingly 
narrow and lop-sided and may, just because of this, work 
untold harm to the general health and well-being of industry. 
This they are doing every day, and the battering-ram of 
trade imionism, assailing as it does our industrial system 
with its considerable defects and many virtues, bids fair 
to reduce the whole to utter chaos and ruin. 

The remedy, which can never be a herojp one, is to 
understand completely the architecture of the structure 
which requires to be altered but which only to our own deep 
disaster can we destroy. The worker at present sees only 
wh^t he is allowed to see, and even when h^ s?es and under- 
stands, he cannot 'speak constitutionally. He therefore 
leaves the Matter alone, and concejjjtfates with excessive 
and destructive vehemence on his own immediate jjersonal 
interests. The collective bonus system is not calculated 
to be the parent of the wider interest ^it means no elevation 
in status The present indifttrial impasse calls for some 
bold progressive innovation whicl^ will commend itself 
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to both parties, and whick with mutual co-operatipn can 
be used to elevate the status cf the wage-eatner to that 
partner, and consequently oust the autocratic and 
substitute the democratic control of ipfi'istry. 

Summary. 

A bonus on collective output is perhaps more a method 
of pa5mient by results than a means of sharing promts. 
Recently it has been proposed as a rival candidate to 
co-partnership for acceptance, and this makes some 
treatment necessary. 

Labour has most control over output and should therefore 
be rewarded according to output. But a collective bonus is 
based on pooled output and, unless the elements contributed 
by each individual are indecipherable, it seei^is simplest and 
most direct to reward each according to his individual effort. 

Otherwise as contributions are never uniform it means 
penalizing the exceptional workman and rewarc’ing unde- 
servedly the slhggard. It replied that the sufferers 
stimulate the slackers. It is just as likely that they irritate 
them. The yoking together of diverse capabilities in the 
harness of a uniform bonus may be the cause of endless 
friction and, in certain cases, has been so in practice. 

The acceptance by the workers of such schemes has been 
facilitated by the granting of special increases in wages 
irrespective pf output. This, while it may explain t|)eir 
acceptance does not guarantee their continuance, and a 
more lengthy experience of such plans is desirable before 
judging as to their suitability. Theoretically wages should 
not be based Solely on quantity of output but also partly 
on its quality and economical production. 

The introduction ‘of a team bqnus does noV* necessarily 
create team spirit. Indeed such a spirit is the essential 
antecedent to the successful introduction 'of any collective 
system. The opirit comes first and is not created j>y its 
consequences. This applies* to much more aftiubitious 
schemes than collectivc^bonuses. 
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Aga^, even if interest rathetr'than friction results from 
focusing attention on tRe*collective production, this does 
not mean that the worker adopts the active shareholder"^ 
point of view. still remains a mere wage-earner ; 
so whatever effect such a bonus may have on efficiency 
it certainly fails to effect any improvement in the worker's 
status. 
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SLIDING SCALES 

In Part I, Chapter III, the sliding scale was advocated as a 
means of regulating wages according to cost of living. -The 
purpose of it was to keep real wages constant and inde- 
pendent of the promiscuous fluctuations of general prices. 
For the wage-earner, with his relatively low standard of 
living, the important thing was the commodities he dould 
purchase. The mere tokens bearing nominal face- values 
were of significance to the worker solely for what they 
could buy. To' stabilize what they will bny was possible 
only by tying together the movements of prices and wages. 
By no other means could t^ wage-earner be guaranteed 
the maintenance over a period of the standardi of life he 
had achieved. 'Unless this msas assured, the worker might 
find himself building on shifting sand and the higher he 
built his wage in monetary tokens the more it sunk into 
the sands of rising prices. He advances, but only on 
a treadmill. Purchasing-power, i.e. real control over 
commodities, is the only true measure of wages. 

This stabilization of real wages through the use of the 
sliding scale, .is designed to secure to the wage-earner a 
permanent supply of want-satisfying commodities. The 
sliding scale we propose to deal with in this chapter is 
designed rather to enable him to share in the profits of 
the undertaking. In the former case the worker is con- 
sidered as consumer, while in this case the worker is 
taken in his capadty of prodi^cer. Hence'," instead of 
taking {he general index number of prices as the criterion 
of wage fluctuations, the paiticular setting price of the 
commodity he^ produpes is taken as the base. 

This system is in most comfiion use in the iron and steel 
trades in Britain and,Jias certainly done, a gre^t deal to 
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promo^ industrijil peace, lo' a more limited extent it 
has also b^n used in the (juarrying and mining industries, 
but in these cases Jhe results have been less satisfactory* ' 
Usu|Llly an explicit agreement is entered into by the re- 
presentatives of both parties, and it continues in force 
until it be terminated by either party giving three months’ 
notice of its intention to withdraw. The schtmes differ 
in detail but the following is typical. The average net 
selling-price per ton realized at the makers' works for steel 
plates delivered during a period of three months is ascer- 
tained by a public accountant, who is mutually chosen, and 
this constitutes the basic or standard price. Each complete 
pound is subdivided for the purposes of the scale into 8 
steps of half-a-crown each, and wages fluctuate so many 
steps of pe% cent each on the standard rates, i.e. for 
every 2s. 6d. increase in selling-price wages are advanced 
IJ per cent. Sometimes quested prices are used as the 
basis of cafculation, and under the various schemes different 
i ercentage advances are givtn according to the nature 
of the finished product. In a survey of eight of these schemes 
it is found that they increased the wages of labour during 
a period of ten pre-war years by an average of 33J per cent, 
and that during the war period the advances gained on 
standard rates by the operation of the scales averaged 95 
per cent. It has to be noticed in passing that this latter 
figui;e— much less than the increase in the cog of living — 
is so low because in some scales a maximum figure was 
fixed and once this was reached the workers have been 
compensated by war bonuses, and secondly, the Government, 
in controlling firms during the war, inte'tfered with the 
basis of some of the* scales. 

It is claiiStd that not ^ single hoijr Vas lost •during the 
war by fighting for wage advances in any iron aijd steel 
works in Great Britain where a sliding scale was in operation. 
It is al«M) claimed that previous to the, war they had proved 
successful in practice over a* long period and had given 
satisfactictfi to bpth sides. 
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The Advantages of tl^e SHding Scale. 

Most of the merits of the sliding scale method are due not 
Mo the fact that urider it wages follow the fluctuations of the 
price of the finished product but to the fact that the jirires of 
all commodities tend to move in unison . Normally the selling- 
price of any important commodity in general use, especially 
a basic commodity, is a rough index, of the rise in general 
prices. This has meant that w;ages in the trades Using 
the sliding scale ,have roughly kept pace with the rise in 
the cost of living.^ If the commodity whose, selling-price 
was the basis of wages had not risen in price or had actually 
fallen, or had risen much more slowly than general prices, 
then the sliding scale would have been destroyed. Only 
while the particular commodity selected remains a true 
index of commodities in general can the </ystem be sound 
and just in its operation. For instance, those industries 
manufacturing luxury commodities with their relatively 
more elastic demands and consequently moYe variable 
price would finj a sliding scafc of this description exceedingly 
difficult to apply. In general it may be said that the 
further we move from basic productive goods towards 
luxury goods directly consumable, the greater would be 
the difficulty. , 

Again, the sliding scale system gives the working men 
the idea that they share in the industrial prosperity of the 
undertaking: This additional remuneration, assuming or- 
dinary competitive conditions, does not when first applied 
affect the selling-price, it is a result and not a cause of that 
price. Had ^it^ not been paid to them it would equally 
have been received by the employfrs as extra profits. 
These the workers share in receiving the percentage addition 
on their wages accoiding to the extra price received for 
the product. There is therefore an element of profit 
division in the scheme, and the employee cannot feel that 

1 This is venfied by»a comparison of the general index numbers 
and the fluctuations in the wages of Cleveland blast-fhmace men 
from 1880-1910 as gft^en by C. M. Lloyd in his Trade Unionism, 
pp. 9fl-97. • «* ' ' 
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his lab(jur is being exploited solely for the gain of his 
employer. 

In so far as there is a feeling of co-operation introduced, 
this may lead to greaj;er individual efficiency. But it can 
lead*to this only indirectly. It is to the interests of both 
parties that the selling-price be high and^ot that the output 
be great. Indeed reduced output may raise prices^nd hence 
possi^ily increase profits, and certainly increase wages. 
It therefore may be to tl?c employer’s interests to restrict 
output, though this is problematic, depending on the degree 
of trustificafion and the absence of foreign competition, 
but if certainly will be to the employees’ interests to keep 
up prices at least to the point where the last unit produced 
finds a market . It may, therefore, while uniting the interest 
of capital and lajpour, at the same time lead4)oth to exploit 
the consumer. 

This potential evil in the system may show itself in two 
ways. Fir^t it may simply add a new strength to the policy 
• cf r(;striction of output. Un^cr-producti(ti, in ordinary 
circumstances, might lead to higher prices, and under the 
sliding scale system to higher monetary wages. It is to be 
noticed that the sliding scale system of gas companies was 
a direct contradiction of this method. In the gas industry 
higher prices meant reduced dividends and reduced bonus 
to labour, thereby directly encouraging efficient and 
economical production. With wages and j)rices knit 
directly together instead of inversely there is the encourage- 
ment to labour to promote higher prices, and so far the 
discouragement of economy. It is, of course, already the 
policy to charge the highest obtainable jfride for goods, 
and consequently the a*dded effect of making this also to 
labour’s int^st is not imgiediately a^eciable. • 

Second, since the war a new industrial revolution — 
more rapid and ntore far-reaching than the former one — 
has been in progress. In 1919 it was reported by the 
Committee on Trusts that thdte is an increasing tendency 
to the formation of trade associa^ons having for their 
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pui|^»^/se the restriction ol competition and the control of 
prices. While there is as yet m great volumd^of evidence 
\o show that excerave prices have been chargerl by these 
combinations, still the monopoly power which they possess 
will certainly call for some form of legislation designed to 
establish governmental supervision and control over their 
activities skin to that exercised in the United States by 
the Federal Trade Commission. To make high prices^also 
tp the employees’ interest is to ad5 a still greater menace to 
this price-manipulating power. Theoretically a trust can 
reap the same profit from selling a large production at a 
moderate price or a small one at a high price. The sliding 
scale would certainly add a cogent argument in favour 
of the latter policy. If unemployment resulted the tendency 
of labour would be to impose strict limits oji the number of 
entrants to the trade. Thus the modern movement to 
restrict the free-play of competition renders the introduction 
of the sliding scale in this form especially undc«rable. 

The Defects of the Sliding Scale. 

The fundamental defect of the system is that it makes 
dearness of production the condition of high wages. It 
gives both parties a vested interest in keeping up prices. 
There are limits to their powers of doing so just as there are 
limits to every type of profiteering. A world scarcity, 
blockades, Ijcences, tariffs and prohibitions grant enormous 
powers of exploitation ; free trade, open competition 
and normal conditions circumscribe the powers of monopo- 
lists. The employer would always have to choose between 
small profits bn* many sales, or large profits on few, and under 
average conditions the latter is imp^ssiole. The employees' 
inducement to restrict output , is much greater. High 
prices jfor his product mean high wages. Only the purse 
of the buyer need limit the price charged, and by limiting 
supply he can ensure that the price rises. Of course, if 
he so increases cost of prodifction that an economic selling- 
price is impossble lie^commits industrial suicidg. but short 
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of this, his interests are in high jfrices. His interests, also, 
are identical with the capitalist^in encouraging monopolistic 
combinations and so killing normal price-reducing com* 
petition. The usual^ aim of the manufacturer is not so 
mu^ high priced as high profits, which are not necessarily 
dependent on the former, but may be due to efficient 
administration. 

T^iis tendency of the system to remunerate the worker 
out of the buyer’s pocket is distinctly to be condemneii. 
It adds a financial interest to the policy of* restricting output, 
a policy wlfich needs no encouragement. In so far as the 
pricoisnot influenced by the efforts of the worker it makes his 
remuneration subject to the varying influences of the market. 
While these influences redound to his favour all goes well, 
but if, as is possible, a long period of falling prices sets in 
this would successively decrease his remuneration. Pro- 
vided that the fall in the specific commodity produced is 
represent^ive of the fall in general prices no great hardship 
would result, as the spending value of Ms wages would 
remain constant. But unless this happens it may mean 
a serious and unjust reduction in real wages. 

That the system has in practice promoted industrial 
peace is due more to accident than merit. It has automatic- 
ally cofhpensated the workers for the rise in the cost of 
living. Other classes of labour have got this only by 
continual bickerings and quarrels with tlig employers. 
All that is good in it could equally well and much more 
surely be achieved by adopting the general sliding-scale 
principle. The product-price system makes no claim 
to promote directly any increase of ouTptlt, or indeed 
industrial efficiency* in* general. It is plainly inapplicable 
to most ty^s of industry, where ^tScles produced vary 
greatly to meet the various needs of different marl^ts and 
where prices fluctuate violently. 

This latter criticism is shown to be justified by the 
history o^the sliding scale systftn in the coal-mining industry. 
Prior to the war the miners' wages^alf ov^ the Kingdom 
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were fixed by Conciliation board agreements on the realized 
values of coal. This would have rfieant extreme variations 
k the wages paid^as between districts producing export 
and those producing domestic coal a^d the impossibility 
of fixing a national wage-standard for the whole industry. 
Consequently, though Conciliation Boards still exist, the 
miners do wot use them simply because they rightly do not 
see why their wages should be made dependent on s^ich 
general market conditions as the price realized for their 
products. From the worker’s view-point it is a " chance " 
bonus dependent on supply and demand, and though it 
may make him '' a humble partner ” from a financial 
point of view it holds out no promise of a measure of real 
control and responsibility. 

Summary. 

Three types of sliding scales must be distinguished ; 

(1) The sliding scale depending on the fluctuations of 
general prices, l.e. wages and consumption are co-related. 

(2) That depending on the variations in the price of the 
particular commodity produced and so arranged that wages 
rise in inverse ratio to price, i.e. wages and economical 
production are co-related. 

(3) The special commodity produced is still the criterion, 
but wages increase in direct proportion to prices, i.e. wages 
and dear pro^luction are co-related. 

Reference was made to the first in Part I, Chapter III, 
to the second in Part III, Chapter XIII. The third dealt 
with here is in most common use in Britain in the iron 
and steel trades^ During the long history of such schemes, 
extending in some cases over foi^y years, it has been 
found thaf they tefc() to promotp industrial peace. This 
is due probably not to the intrinsic merits of the plan, but 
to the fact that the price fluctuations 6f the basic com- 
modity produced represent in miniature the same varia- 
tions as those of general prices. It guarantees an approx- 
imately level standard of consumption.^ This, could be 
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more surely achieved by a geneAl sliding-scale as already 
applied to the railwaymtn, and to certain branches of the 
printing atid dyeing industries. ^ 

Where wages an*d prices are thus knit together it ik 
evidfent that labdur Glares in the proceeds of the business. 
This would have, and indeed has, promoted identity of 
interests. But the method of securing it is uijfortunate, 
in that it may mean tinity against the consumer. Already 
the formation of combiAations is threatening the public 
with the monopolistic control of production, and with wages 
depending on high prices the tendency to exploitation 
would be enormously strengthened. 

From the worker’s view-point a bonus determined by 
price must be largely fortuitous ; his only control over it 
involves the anti-social attitude of restricted production, 
and m many directions the system is inapphcable, or where 
applicable likely to be unjust. 



CHAPTER XVIII* 


MISCELLANEOUS SCHEMES 

To comply, te our survey* of the various methods used in 
apportioning profits among employees it is necessary to 
mention several other types of 'schemes. These are all 
designed to ben^t the workpeople, either collectively 
or individually, by allocating them in addition to their 
regular remuneration a sum out of profits. As we^have 
seen, there is an enormous variety in the ways of determining 
the amount of this sum and an equally great variety in 
the form of payment. The two associated ideas underlying 
the form of payment are, first, that of reward for service, 
and second, that of satisfying the needs of the employees. 
Both arc frequently emplbyed conjointly ; indeed the 
difference is rclher one of^ emphasis than one of kind. , 
When a cash payment according to wages, or efficiency, 
or length of service is used, the main idea is that of compen- 
sation. When payment is made into a thrift, provident, 
pensions or insurance fund, an attempt is made to reserve 
this reward for the satisfaction of the particular meeds of 
the workmen. The two purposes are conjoined when the 
amount is determined by deserts and the form of payment 
by needs. For instance, if shares are given, tlie purpose 
is to encourage thrift and to supply the workman with a 
reserve of capital against contingencies. But co-partner- 
ship if it meant no more than this would be indeed barren 
of fruitful results. The essence of its claim to universality ' 
lies in tha fact that it is a safe, half-way position, capable 
of acc^tance by botH parties, between the present tottering 
industHal system and a new democrsitic orientation of 
control. It l^as in it the germ of a new status for labour. 
This is the unique Quality vffiich distinguishes qp-jiartner- 
ship from all thos^ schemes designed merely to ameliorate 
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the l^t of the ^working-classes. In essence they suffer 
from the salne defect as do»mok schemes on charitable lines, 
they are palliatives and not preventa^ves. They merely* 
relieve for the mon;ent and give no hope of a permanent 
cure. 

Gratuity Bonuses. 

\cry often employers grant their workers a bonus at* 
holiday times. This bonus is purely an act of goodwill, 
it bears no direct or known relationship to the profits, it is 
not the reAilt of any agreed scheme known to the partici- 
pants, and its amount rests entirely at the discretion of 
the management. Usually the bonus is in cash, though 
during the war period many companies, such as the 
Imperial Tobacco Co., gave their bonus *in the form of 
war bonds or war saving certificates. 

The traditional method o^ industrial control makes a 
system sufih as this the most natural to the typical employer. 
He is under no obligation as fj^rc is no agfeement, there is 
no “ interference with his control of the undertaking, 
and his autonomy is preserved. This may commend it 
to the employer, but certainly not to the worker. Judged 
from almost every point of view a bonus in the form of a 
mere gftt is futile when not actually harmful. The only 
good thing to be said about it is that it will enable the 
worker to buy something useful, and as it^represents a 
transfer from rich to poor is, if wisely spent, socially bene- 
ficial. All of which can be equally well said of a common 
tip. 

It does nothing to promote efficiency. "Iif former days 
when labour and capital lived and associated in a different 
atmosphere may have yarned gratjtdde. ToAlay it does 
not. It merely confirms and accentuates the old-fajhioned 
benevolent and paternal attitude of capital and the depen- 
dent and servile status of labour. It has* taken labour 
• • 

100 year^to establish “ the edmmon rule '* and to make its 
wage-stai^dards^uite independent oJ“^he discretion of the 
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management.” To grant or accept an extra depending 
on the caprice of those in authoiity spells of autocracy 
and almsgiving. This goes directly against the modem 
aspirations of labour and, as a consequence, though refusal 
of the gift is unlikely, it carries with it no reciprocal 
gratitude for favours bestowed. 

There is xso other possible way in which the granting of 
such a bonus could stimulate output than by earning. the 
workers’ gratitude and good-will. 'As no plan is announced 
there is ample room for criticism by the workers. Often 
employees are asked not to divulge the anfount they 
receive in order that no awkward comparisons impugning 
the employer’s judgment may be made. Yet facts leak 
out and unrest, dissatisfaction and jealousy are frequently 
the result. Recently an employer in an ^xport business 
with a staff of about 30 distributed very handsome bonuses 
to his assistants at Christmas. As his assistants were all 
personally known to him he tried to make the bonus 
conform to the rfeeds of each individual. To one office boy, 
the son of a widow, he gave £10, to another £5. The morn- 
ing after the distribution he discovered the two boys 
engaged in a deadly feud on his office doorstep, and on his 
enquiring as to the casus belli he was treated to some expert 
criticism of his bonus distribution. There is a gobd deal 
of this boy-nature in older and soberer folk. ” Never have 
I had such ? time of discontent and petty jealousies,” 
was the concluding statement of this employer, who 
is firmly resolved never to experiment with further 
bonus-giving. 

Moreover shch a bonus, not being guaranteed and there- 
fore not paid until after the work 'is ffone, is not in any 
known relation to jtrqfits, turaov^er, output op'i)rices, and 
therefo|e provides no direct incentive to faithful service 
or greater effort. It does nothing to improve the worker’s 
status beyond giving him a little ready cash. For these 
reasons a gratuity bonus *has normally no cinAuence 
whatsoever either oA epciency or industrial relations. 
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Proxiident Funds. 

A fund of this nature IsVariously designated as a mutual 
superannuation, insurance, benefit or pension fund. It 
be. devoted either to the general good of the employees, 
including sick allowances, disablement grants, maniage 
dowries, and education, or to superannuation or insurance 
purposes. Further^ it may be founded eithet on profit-^ 
sharing or a contributory basis, or again it may be either 
paternally or democratically administered. 

Some six cases exist in Britain where the whole of the 
profit-sharing bonus accruing to workers is compulsoril}^ 
created to a provident fund. In the larger number of 
such schemes only one-half or one-third of the bonus is so 
credited, the remainder being normally paid out in cash. 
In the case of^ome seven other schemes \he mutual fund 
is a by-product of the main profit-sharing scheme. Em- 
ployees who have failed to fi^lfil the conditions of partici- 
pation forfeit their bonus, which is then credited to a common 
fund for the benefit of all. 

Where, however, the creation of a provided fund is 
the end in view two distinct methods of allotment are used, 
first, each individual's share may be credited to him 
personally, or second, the whole of the workers' share may 
be pooled for their mutual benefit. The first is the more 
common method ; each individual gets when the occasion 
arises the sum standing to his credit in the fund. The 
second method postpones the question of allocation till 
the emergency arises and then seeks to grant a sum sufficient 
to meet the requirements of the case.. 

Provident funds, however, have frequently no direct 
connection with profit-sharing, i.e. they are not built up 
of sums allocated out of profits on sonje definite jJre-arranged 
scheme. Their basis is contributory, either from^he em- 
ployers’ side or from the worker^', but more usually both 
paitie? subscribe. Of course, in a ^rtain •sense schemes 
founded bn profit-sharing are*contributory, but these are to 
be clearly distinguished from schemes where the workmen 
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voluntarily give part of t'heir wages, or allow reductions 
to be made therefrom, for the purpose of formirlg the fund. 
‘Employers again may at their own discretion vote annual 
sums to such a fund. The normal method is for the em- 
ployer to contribute to the provident fund in some fixed 
proportion to the amount the workers voluntarily contribute. 
The latter'ic by far the mo're desirable method. 

* As a foundation for the erection o^ a provident fi^nd, 
prpfit-sharing is less effective than** is a contributory basis. 
If the employees Aesire the benefits of such a fund and 
earn wages sufficient to enable them to contribii*fe, it seems 
much better to allow them to do so than to adopt* the 
roundabout method of giving it to them by means of 
profit-sharing. Profit-sharing in cash we have seen to be 
largely ineffective in promoting incrcase^I efficiency or 
better industrial relations among the great mass of wage 
earners. This ineffectiveness is all the greater when we 
consider how much further deferred the payments.are when 
the bonus is transferred •t'j^.a provident fund. It may 
minimize the possible disturbances through rendering less 
personal the consciousness of bonus fluctuations but this is 
due more to the fact that the employee is not aware of 
receiving any direct benefit at all. A contributory basis 
guarantees that the employee has considered the kheme, 
desires to share its benefits and is prepared to make some 
sacrifice to e^m them. 

Where the provident fund is simply donated by the 
employers we have the most undesirable condition of all. 
In the case of a world-renowned undertaking the Employees 
Benefit Fund ‘f of which no contribution is required from the 
employees, is made up in the follCwihg manner. “ The 

intention of the company is to make fSfaring their 

pleasure voluntary contributions to the fund 

provided always that the company shall be under no 
obligation to continue contributions and may at any time 
alter, suspend or terminate their contributions to«the fund 
without being o^lig^ to ^ve any previous notice. '* Where 
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a fund is constructed on such^arbitrsfry conditions it is 
impossible, ^o matter wkai: the nominal composition of its 
board of trustees, that it could be administered democratic- • 
ally, it is certainly^a less objectionable plan to introduce 
the*roundabout ftiethod of adding to the fund the workers’ 
share in profit, as this obscures the alms-giving taint and 
helps to make the workers feel that they have,c?arned the 
benefits they receivft. But this basis of accumulation is' 
inferior to a contributor^ scheme. 

The extent to which employers and cinployed contribute 
will naturally differ widely, but where immediate sacri- 
fices* of part of the weekly wage have to be made for a* 
very deferred future benefit, it is normally the case that very 
strong inducements will have to be offered. In the case 
of the Pension^Fund instituted by Rownlaree & Co., Ltd., 
the company’s contributions provide about 75 per cent of 
the pensions in the case of the men and over 80 per cent in 
that of tljp women. * 

While in this case, as in tl^^case of capkal-sharing, it is 
desirable to ensure appreciation by making some con- 
tribution a condition of entry, it is also for the same purpose 
by far the better method to educate the worker up to the 
stage of realizing its benefits rather than to force him to 
contribute. Membership of the scheme should be entirely 
optional and failure to join should carry with it no disability 
whatsoever. Again, as before, the fund should be jointly 
administered by a committee representative of both parties. 

The final question of the relative merits of sharing 
profits through co-partnery or by a benefit fund is easily 
settled. The latter is to co-partnersTiip a» moonlight is to 
srmlight or as water* is to wine. It has practically no 
effect on eiiciency. An extremely remote benefit which is 
realized only in proportion to the misfortune and corjsequent 
non-productivity of the subscriber is not likely to e^ert any 
significant force on present effort. Will it^induce labour 
to stay vith the firm ? Agaki its effect can only be slight. 
No scheme which ties the worker to a pfcrticular employer is 
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ever likely to be permanently successtul. It would^'evoke 
the strenuous opposition of labour*; in every ca& surrender 
'■^lues have to be allowed to permit employees to withdraw 
without loss ; usually this takes the form of returning the 
member’s subscriptions plus compound interest. There 
remains, therefore, ohly the inducement to continue because 
severance means the loss of past and future shares in the 
' part contributed by the company. This inducement being 
cujnulative will operate with greatest force among older 
employees, among whom in any case it is less necessary. 

When the provident fund is invested in shares of the 
company will these give the beneficiaries a feeling of haVing 
identical interests with the firm in increasing production, 
and therefore profits, and therefore the amount of the benefit 
fund ? It is hardly necessary to say that ,this cannot be 
expected. The share which eventually will accrue to each 
individual due to his extra effort, is far too remote and prob- 
lematic. In any case it is so much a mere by-product 
of his efforts th^t he is boxiid to remain quite indifferent 
to his personal influence on the pool. 

Lastly, will the fact that provision is made for his mis- 
fortunes sweeten his industrial life and remove the common 
distrust and suspicion ? Here again we are trying to remove 
a mountain with a spoon. One hundred years of traditional 
autocracy and neglect lie behind the present attitude of 
labour and nofhing that does not promise a new orientation 
of industrial control will be effective. Even this will take 
years to leaven the whole lump. To guarantee an arm- 
chair in old age, a bed, in sickness, and mayhap a coffin at 
death, may be an Excellent social act, but it leaves untouched 
the gall and wormwood of servility ^nd dependence. It 
gives labourmo new dimity, it mer^ely renders l?§s irksome 
the old indignities. 

Deposit Schemes. 

Under such schemes the employer becomes the banker for 
his workers. Tlje laJttqr deposit their savings \yith the 
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undertaking, but instead of drawing the market-rate of 
interest, thfty receive a r^cpvar^ng with the rate of dividend 
declared on the firm’s capital. Two contingent tj^s qf 
schenffes must be plearly distinguished from this one. 
The first is a slight variation of the ordinary profit-sharing 
type but instead of the cash bonus being actually paid out to 
the participants, it is credited to ^ach individualin a savings 
account . This is obviously only an unimportant modification 
in the method of payment. The second^s the contributory 
scheme discussed in the next chapter. Here the difference 
is a fundamental and significant one. Under deposit^ 
schanes the worker gets no share in the capital of the 
undertaking, his deposit is merely a condition of profit- 
sharing which in this case means only an increase in the 
interest he rec^ves. In both he has to la^ down his own 
money, in one case to buy capital, in the other to earn a 
share in profits. ^ 

Deposit schemes as thus d^ed have a very favourable 
record in respect of longevit 5 ;^i»-iAll*the schemes belonging 
to this class that have been started in the United Kingdom 
have survived. They are some twelve in number and 
include one started in 1866 (Fox Bros. & Co., Ltd., Somerset), 
and another (Sir W. G. Armstrong, Whitworth & Co., Ltd.) 
begun ift 1878 and now the largest profit-sharing scheme in 
the United Kingdom. The three cases of similar schemes 
abandoned in this country all belong to the tj^pe where the 
profit-sharing bonus is merely accumulated as deposits and 
not to the type we are here dealing with where the bonus 
consists of paying an additional raje of interest on the 
employees’ savings varying with profits. 

The fixed minimum Vate of interest guaranteed by the 
depositees Varies enormously. Usu|Ll!y it is fixed at a 
figure which will equal, at least, what the depositoi would 
have received from the ordinary banks. In practice 
3, SJ, 4, 4J, 5 and 7J per cent are paid in different cases, 
depending generally on the fharket conditions when the 
scheme was inaugurated. As a ^sifjjplejnentary rale. 
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varying with profits, is also paid it is not so necessary 
continually to change the basift rate as condf cions alter. 
‘Xhe extra increment over and above the fixed minimum 
is determined in a variety of ways, 'the only common 
element in them all being that this depends on the pros- 
perity of the business. In some cases it is equal to half 
the rate b^i. which the dividend on ordinary capital exceeds 
' the fixed minimum, in others the totalreturn is at the same 
ra,te as the dividend to shareholders, or three-quarters or 
one-half of such rate, or according to a scale varying with 
such dividends. 

A maximum rate beyond which the total return on • em- 
ployees’ deposits cannot go is also usually laid down and 
is normally about 10 per cent. The maximum amount that 
any one employee can deposit is sometimp fixed and in 
difierent cases varies from £50 to £500, or again it may vary 
according to length of service. Employees are in almost 
every case allowed to withdraw their depositj^.on short 
notice. 

The general criticism against this scheme is that while 
it may be a useful stimulus to saving, it does not promise, 
even if continually administered and universally applied, 
to develop into any transforming agency. It does not touch 
the question of the ownership and control of irfdustrial 
capital. It certainly encourages thrift, and as such is to be 
conunended,j.but it leaves untouched the vital question 
of industrial relationships. 

As the extra interest earned is in proportion to the 
profits of the business it may be thought that this should 
act as a stimulus to production. But in this case also the 
bearing of the company’s balance* sheet on the interest 
each individual receives is too remote, too insignificant, 
too mufh entangled with the influence of hundreds of his 
fellow-workers, and other extraneous circumstances beyond 
any employeq's knowledge and control, to exercise any 
appreciable effect on effort. 'From any single unjividual's 
point of view bis earnings appear to depend much 
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more directly on his savings than on his industrial efforts 
and hence thrift* rather Hhan efficiency is stimulated. 

Has such a system any effect in promoting cordis^}* 
relationships quite apart from direct incentives to output ? 
The answer would appear to be that it creates no other 
feeling than that between a depositor afid his banker. The 
company becomes to the wage-edrner no more tb!^n a bank 
payyig an unusually high rate of interest and there the * 
matter ends. * 

A comparison with a contributory shareholding scheme 
brings out the essential limitations of all such benevolent 
plan%. Where a company becomes to its wage-earners* 
a sa wrings bank, as under a deposit scheme, or an insurance 
company, as under the various provident plans, it fails to 
touch the rca^ scat of our industrial trouble. Outside 
agencies can and do minister to these needs, and their 
assumption by any undertaking for its employees does not 
promote J:hc ideal of industrial partnership. Wliere, 
liowever, the worker's savins{i.ai^really invested in the 
Jirm and he has a direct share in its capital and control 
common interests are much more likely to be created. 
Further, the worker is not isolated as a class receiving 
separate treatment, but has to line himself alongside the 
general *body of shareholders though receiving somewhat 
preferential conditions, and in the main his difficulties, 
trials and complaints are shared along with tlye larger body 
of stockholders. In this there lies the promise of a new 
prestige and with it the hope of a new outlook. 

Summary. 

Several other methods are also used of granting the 
worker an* extra award^ presumably* from profits. This 
bonus, as it is usually called, may take the form oj a mere 
gift, or again it may be placed to the credit of apr?)vident 
fund designed to secure the worker against want due to 
sickness, accident or old age, dr again it may take the form 
of an extra inducement to thrift, 
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Gratuities achieve nothing. They are ipuch less elective 
in commercial life than they' are in social life. They 
represent no coKective bargain bi^t are reminiscent 
of a time when paternalism and resignation were . the 
characteristic industrial attitudes. They effect little 
improvement in efficiency and none in status. 

Provideht funds are excellent s<^cial provisions but 
have no direct effect on the econoijiic world. They are not 
designed to promote industrial effort, and fail even to 
improve the relations of capital and labour. Where the 
employer donates the fund partly or wholly the effect 
is apt to be demoralizing, where he enters into competition 
with the state, the trade unions and assurance or insurance 
companies, and merely administers the fund, he earns no 
more gratitude* than do these outside agmeies. Briefly 
a provident fund does not promote industrial integration. 

The employee may acquire a deposit account with his 
company through an accumulation of his share 'in profits. 
He may, again ,*voluntarlTy*j>!ace his savings with the firm, 
first, to purchase capital, second, to acquire, besides ordinary 
interest, a share in profits. The last is here considered. 
No schemes of this nature have been abandoned. This 
indicates either extreme soundness or comparative irrele- 
vancy. The latter would seem to be the case. The fact 
that an employer takes an incursion into banking does 
little or notlring to contribute to the solution of current 
industrial problems. The higher rate of return given 
certainly encourages thrift, but it leaves untouched the 
urgent questions of efficiency and co-operation. If, 
however, sucfi savings are used to make the worker a real 
effective shareholder the position is much improved. 
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CONTRIBUTORY CO-PARTNpSHIP 

The merits of co-partnership are*based not so nvTch on the 
method of developing it as on the actual results it achieves. 
Nohnally and historical^ it has had its origin in profit- 
sharing. But we have seen that cash profit-sharing among 
the great mliss of factory workers promotes neither indus- 
trial* efficiency nor social contentment. Only in pro-' 
portion as the worker approaches in function the normal 
class that receives profits does profit-sharing become a 
dynamic force. ^ This approach may be du® cither to being 
in the higher ranks of a large industrial unit, or to belonging 
to a comparatively small one. 

But prqfit-sharing may have its place as the medium by 
which the wage-earner may r^rjunfe status of co-partner, 
ihis depends on what weight is attached to the urgency 
of his attaining that status and also on the existence of 
other suitable means. The first question has been con- 
sidered already jp the opening chapters. It is enough here to 
re-assert that to-day the urgent need exists for some 
effective means of ensuring hearty co-operation between 
capital and labour. Whatever else be necessary to secure 
this it is safe to prophesy that one essential is some sort of 
interchange of rewards. The wage-earner in virtue of his 
investment of capital must share in the profits, and inversely 
capital sunk in the business from the ewtside must be 
remunerated more on afwage principle and less on a profits 
one. 

Can a better method of effecting fiiis transfer b^ found 
than by profit-sharing ? Instead of the worker getting 
more or less gratuitously an arbitrary share^of a problem- 
atical prq^t, can he be enabled, and wRen enabled, induced, 
to invest his money from motives ofiself-mterest in the 
195 
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undertaking that employs him ? Profit-sharing ;as the 
medium of co-partnership hasi several disadvantages. 
JFirst, it smacks oficharity ; the worker does not feel that he 
has worked for and earned just the. amount he deceives. 
Consequently he fails to appreciate it. Even as a gift 
it fails to earn gratitude, for employers as a rule are not 
looked oh*' as friends whose gifts symbolize their goodwill 
to the recipients. Consequently the extra money not being 
regarded as a fre^rwill offering, is apt to be looked on as a 
dole, a bribe or a bait. When received as shares these are 
not valued and cherished with a clear consciousness of 
the rights and obligations they imply. The annual receipt 
of the dividend and the possibility of realizing the capital- 
value of the shares in case of an emergency gradually 
dispql this neglectful attitude and recall th^ holder to a real 
appreciation of their significance. But while this is 
so the origin of the share^ may mean that the gift to 
self-respecting labour has a sting in its tail. «. 

Again the idtia, so foittS^Mjherished of man, of a slow but ' 
steady accumulation of a reserve is absent. Profits 
fluctuate considerably and consequently so does the rate 
of progress in acquiring the fund. So also, though much 
less violently, does the dividend on the shares held, but the 
profit-sharing bonus being only a share in the upper reaches 
of a potential profit is liable to much greater variations 
and may ejx'n disappear altogether. This unreliability 
on piogressive accumulation with its impossibility of more 
than guessing as to the future is a grave defect of the 
profit-sharing basis qf co-partnership. 

Profit-shatin^ again is not selective of capacity to control 
investments. It puts shares into 'the hands of those who 
in many ciises have’iy) desire to bold them and Coeducation 
or experience to use them. To attempt to discriminate 
on grounds of general commercial intelligence is impossible, 
to do so on » grounds of productive ef&ciency would not 
guarantee the presence of this business ability, ar.d in any 
case must be^an ‘arbitrary, second-hand and subjective 
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judgixjpnt. Thus it has been found in practice undesirable 
to allow the worker-shai'elfolders the full rights of ordinary 
shareholders and in so withholding th^e rights the who^J* 
claims* of co-partnesship are stultified. A co-partnership 
committee may help to remove this disability, but the 
existence of this committee is not a necessary concomitant 
of co-partnership, and if it exercises the samt ‘rights (as 
is cfesirable) as the shareholders do, dual control, or the 
subordination of the workers’ committee to the dictatjes 
of the general meeting of shareholders’ may result. 

Just as fhe employee suffers by the erratic behaviour 
of pfofits in that his progress in share-acquisition is similarly 
erratic, so the employer has no guarantee and no automatic 
check on the multiplication and transfer of his shares. 
He runs the ri|k having to over-capitahze his business, 
or alternatively to transfer what may ultimately amount to 
the majority of his shares to h^ workpeople. Both dangers 
have bee» recognized and guarded, against, but they have 
jneant the creating of a thom-y«sbries of tules and limits 
which are liable to prove either irksome or even, in individual 
cases, positively unjust. Over-capitalization has been 
obviated by reserving a proportion of a new issue for the 
employees, by buying and issuing at current market value, 
and by^eserving the right to pay part or the whole of the 
bonus in cash. This danger of over-capitalization has been 
further guarded against by regulations designed in the 
first place to limit the employees’ holding. Either the 
total amount of employee-shares is fixed, or each individual 
holding, and this while designed pripiarily to prevent the 
employees from acquiring too big a holdiif^ df capital also 
at the same time reiuc^s the danger of over-capitalization. 

Ways of Acquiring *Shares. 

Wliile these ate grave and weighty reasons "against 
profit-sharing as a basis of co-partnership,* they may be 
entirely outweighed by still *more urgent considerations. 
It may be the case that unless prpfi^-shajdng is used no 
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Other alternative is practicable. ’The first of these alter- 
natives is the free gifting 6f the' shares.' Nolmally such 
* proposal comes ;within the realm of practical politics 
only when capital is being written pp, or the business 
changed into a limited liability company. In a recent 
case where the latter had occurred it was suggested 
that 50,000 shares be prbsented to the employees. The 
‘firm employed about 1,500 workpeople and the proposal 
of^ the directors was to limit the participation to the 
managers and supervisory staffs. 

It is almost certain that in the present industrial situation 
the gratuitous presentation of shares or cash is productive 
of no good results. It is arbitrary and tends to emphasize 
the autocratic structure of industry. It dissociates the 
two ideas of reward and merit, and far from epning gratitude 
it usually succeeds in nothing but in convincing the workers 
that the company which employs them is immensely rich 
and can afford to bea^ the burden of increased wages. 
What is acquired easil]^h»4iaijylly lightly esteemed, and what 
is given for nothing is neglected. 

Consider as a contrast the opposite extreme where 
shares are issued to workmen on the normal terms. They 
are made fully contributory and so much is deducted every 
week from wages to pay for them. The workmafi would 
rightly object to any obligatory clause in such a scheme, 
and would n^t voluntarily submit to the curtailment of his 
weekly wage for this purpose. If he be offered shares on 
the usual terms he will not take them. It is calculated 
that to-day the working man has over £250,000,000 in 
savings banks, but this represents a small holding per head, 
and even this he is not disposed tfe iiivest in industry on 
the usual ferms offered. It is true, therefore, Kiat in most 
cases h| has little surplus to invest, in the remaining cases 
if he h£s he will object to putting “ all his eggs in the one 
basket." He, naturally does not see why he should be 
asked to behave in a way other investors do n^t. They 
spread their capitakand so should he. Were he to put his 
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money ^in the business that employed him his wages and 
his whole reserve would at* the mercy of the same set 
of industrial circumstances. This is a final answer to thos» 
who hope that the workman will voluntarily and without 
extra inducement put his meagre capital on the same 
horse as his wages. 

Can the workman-investor be in'duced by extra attractions 
to ^are the economic lot of his industry ? Facts go 
decidely to prove that in some measure he can. For 
instance, in the Bradford Dyers Association, Ltd., some 
3,600 empldyees hold shares in the company to the total 
nomftial value of almost £300,000, representing about 
6 per cent of the total paid-up capital. A considerable 
number of these shares were allocated gratuitously to 
ex-soldiers but s^me 560 employees had acquired by purchase 
on favourable terms ordinary shares to the value of £145,260, 
and some 207 had acquired pi^ference shares to the value 
of almost«£ 13,000. The inducemcft in this case consists 
’ ill an annual bonus on the ordinary'&hares helfl by employees, 
huctuating with the rate of dividend on these shares. 
If the dividend is over 5 per cent, the employee-shareholder 
receives a bonus of half this rate (including bonus-dividends). 
Thus if the ordinary shares get 17 J per cent the worker- 
sharehofder gets a total of 26 per cent, as actually happened 
in 1919. In addition an employee is advanced a sum 
sufficient to enable him to acquire double tl^e number of 
shares he can immediately pay for. This advance can be 
paid off by simply allowing the dividend and bonus (less 
5 per cent interest on the money adv|Lnced) to accumulate 
or by adding to this out of his own savings. * Other schemes 
* belonging to this type*are those of William Cory & Son, 
Ltd., coal Actors and exporters ; Watsdh & Viney, 

Ltd., printers and bookbiijders ; the AmalgamatcdtCotton 
Mills Trust, and Very recently, the Ford Motor Co., Ltd., 
Manchester. In the last case it is stated that over 70 per 
cent oJ tj|e employees have depressed a desire to share in 

the benefits of the scheme. 

- • • 
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Everything considered, the writer ventures t9 assert 
that no better method thjm this^ can be found of linking 
«up the interests ,of capital and labour. Already it has 
been pointed out wherein ordinary profit-sharing knd co- 
partnership founded on that basis fails. In the immediately 
preceding chapters ‘the limits of certain other schemes have 
been discussed, but in the case of contributory share-holding 
we have the maximum of advantages and the minimum 
of disadvantages, No scheme approximates so closely 
to the ordinary economic position of the general shareholder. 
The extent of the variation from the normal ^areholding 
situation is simply a recognition of the peculiar position 
of the worker-shareholder. This position requires and de- 
serves special consideration because of the comparative 
poverty of the' investor whose small savings are his sole 
reserves. Security is an important concern. To grant 
absolute security as to both f apital and dividend is to defeat 
the whole principle pi co-partnership. For rthe same 
reason the issife of noippar^icipating preference shares or* 
of mortgage or debenture stock is not desirable. If the 
money invested in industry is to give the worker a real, 
vital interest in his occupation it must be paid for in pro- 
portion to that industry's prosperity. An extra reward 
to the employee-shareholder in proportion to profits earned 
is a most appropriate inducement to an investor whose 
efforts cont^bute to those profits. As his small sayings 
mean more to him, the real risk being greater so also 
should the reward. But while community of interest 
demands a dividen<^ that will vary with the prosperity 
of the business Ht is quite possible to guarantee a return of 
original capital. It is understood) of course, that as the 
movement* grows sAqh special injiucements will no longer 
be required and could be gradually withdrawn. Second, 
loss of wages through unemployment or finder-employment 
is an effect of the same condition as lowers his dividend 
on his invested capital. THerefore if the samcr^lackness 
in a particular rbustee^s reduces both wages and dividends 
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the latter ought to be "greater ’than tliat accruing to the 
ordinary irfvestot whose capita is spread and whose risks 

are therefore minimized. 

1 

O 

Advantages of Clontributory Co-partnership. 

Profit-sharing co-partnership where* shares are given in 
proportion to profits earned, is* non-selective of capacity. 
Where the share of profits is given in cash with the option’ 
oflnvesting in the business it is not usual for any advant^e 
to be taken of the opportunity. The employee will prefer 
in nine casfts out of ten to take the bird in the hand. In 
the <ew cases where he chooses the two in the bush, it still 
remains true that more or less the holding he gets in the 
business will really be gratuitously given. It will as a 
consequence b^ esteemed lightly and the rights, privileges 
and obhgations it entails will be neglected. 

Where the initiative must come from the employee we 
approach^ nearer some selective principle. The employee 
ivants these shares and is muqfi more likel3^to be conscious 
of what they mean and to be capable of exercising the 
control they carry with them. If the employee has no 
wish to possess shares, it is probably better that he should 
not have them, rather than that he be given them or have 
them tilrust upon him. Should he desire them, he should 
be prepared to sacrifice something to acquire them and the 
inducement, within limits, should be tendered to his 
capacity. If at present he has no desire for them he should 
be so educated as to lead him to entertain this legitimate 
aspiration. The thrifty, far-seeing workmen are naturally 
selected as the participators. The fact that tlfeir own small 
’ accumulation of capital is sunk in the undertaking stimu- 
lates their interest and gives them a resfl sense of»proprietor- 
ship. The action on their part is purely voluntary jnd free. 
They are induced ^o invest, not manoeuvred by alms-giving 
into that position. 

The* aj^gument, first used* against Leclaire, that this 
would create a small body of “ little mastqfs/' and benefit 
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only the better-paid, more thrifty, more intelligent workmen 
has a measure of truth in it.' Bat this is 'exactly the class 
*qf workers on whojp it is most desirable to bestow in the 
first instance the industrial enfrancjiisement. Further, 
the three attributes above mentioned do not necessanly 
co-exist in the one '‘individual. The better-paid workers 
may not b'eethe most thrifty, nor indeed the most intelligent. 

' Much depends on early opportunity. Again the existence 
of^a small surplus over necessities ‘will depend on the par- 
ticular family responsibilities of each individual. It seems 
most likely, therefore, that the nucleus of emplbyec-share- 
holders will in the first instance consist of a sprinkling 
from many grades of labour. It might also be possible 
in " tempering the wind *’ to offer special facilities to such 
as were known to have heavy domestic obligations. 

The ideal is that the position of the workman-investor 
should be as near as possible that of the ordinary share- 
holder. If a workman ^,bene^its or suffers along,, with the 
mass of the coiApany’s shar^olders he is far less likely to 
feel himself specially aggrieved. He is one of a great body 
of shareholders with even less to complain about than 
they have. If the shares are paying little or no dividend 
he has the same rights as any other shareholder in criticizing 
the policy of the management and in suggesting remedies. 
This must inevitably lead him to adopt a new point of 
view to the lousiness. He ceases to become a mere wage- 
earner, whose sole interest lies in pushing up wages, and 
becomes an investor who must take into account the 
commercial circumstances and general well-being of the 
industry. 

Owning capital in a business witinout control over it is 
as empty and meafiingless as exercising control without 
having 9. stake in the concern. The two must be conjoined. 
To put control in the hands of many people because a few 
want it is as foolish a,s giving shares to workers who do not 
desire them. But to assist Workers who wish acquire 
shares and to follow ^ this up by delegating control in 
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propoi-tion to hojding is a sane and reasonable procedure. 
It assists tte ambitious to* realize a new status beyond tha^ 
of a mere wage-eaijner. In other words it helps those w^o 
ar§ prepared toj^ help themselves— and such are the only 
men who will appreciate help. 

It is not a revolutionary proposal. It is not chargeable 
with the fallacious reasoning that what will b5 a stimulus^ 
tq,€i few will when spljt into a thousand parts prove an 
equal stimulus to many. It is not •a dream proposal 
designed at a stroke to establish the millenium. Such 
futile Utopian dreams lie scattered like will-of-the wispa 
over the fair field of economic progress, and to the historian 
are interesting, to the ignorant dangerous, and to the 
practical man merely amusing. These castles in the air 
are usually built on no foundation of pasl experience and 
in every case neglect the fundamental psychological 
and economic facts. Any change that will be lasting and 
truly progressive must build the* new structure on the 
intimate details of the old. 

C ontributory shareholding by employees is such a change. 
Up till to-day it has rarely been encouraged. Indeed till 
recently it was hardly possible. Labour has now got 
tremendous economic punch, and if it persists in merely 
occupying its former position of wage-earning it can and 
will batter industry to ruin. Such will ultimately be as 
fatril to labour as to capital, but the presentmean attitude 
of suspicion, mistrust, and often positive hatred venting 
itself in constant bickerings and strikes seems to point to 
this ultimate calamity. But if thejiigher scale of wages 
accruing to labour ,coyld be employed in revolutionizing 
its attitude to industry the siege may j^et be raised. 

It has Seen proposed by an eniinent authority that 
additions to wages should be given in the form shares 
in the business. In the near future there is every likelihood 
that tbe strikes to raise wages will bej'eplac^d by the econ- 
omic prAsure of unemployment to lower them. As the 
cost^of lining (jills, wages automaticllly rise and labour 
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will strenuously resist any decrease in nominal , wages. 
^Unemployment and continual stViic are the cerlain results. 
Capital is urgently needed for industry, ^and a safe half-way 
house could be found between unemployment on the one 
hand and industrial strife on the other if labour’s extra 
wages could be attracted back to fertilize the source from 
^which the^ are produced. This cap be done only by 
contributory co-partnership by ^ which industry wopld 
receive much needrd capital and the worker a share in the 
fortunes of his craft. 

, Here is a safe, conservative, and yet progressive proposal 
for attaining this end devoutly to be wished. Not sliare- 
holding dependent on profit-sharing but profit-sharing 
dependent on the free voluntary act of the worker in acquir- 
ing shares in hts industry. To what it way eventually 
lead no prophet can tell. One thing it must do and that 
is destroy the hateful distinction between wage-earners 
and profit-takers, between those who live by working and 
those who live**by owning. This bitter cleavage in the 
social unity, so grossly exaggerated by the exclusive 
appropriations of one class and the extreme mal-dis- 
tribution of the national income, is the root trouble in 
the industrial sphere to-day. This proposal offers an 
avenue of escape to a better order of things. 

Summary., 

Co-partnership, in spirit and in fact, being most desirable, 
the question follows as to the best means of bringing it 
about. The employee may cither be given a share in 
capital or be helped to acquire it. 

Merc gifting is as futile as leaving the worker to buy 
in the open market. »He must be induced to in’Vcst. The 
two p(ysibilities remaining are either profit-sharing or 
contribution. Some will maintain thdt these are not 
opposed— that profit-sharing is contribution. The im- 
portant question is, “ Does*’ the worker feel hA is buy- 
ing the shares* wWfen< he gets tfiem hi^ jshare iq 
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profiti ? *’ This is more a psychological than an economic 
problem. 

Under the normal scheme the worker^does not feel he h^s* 
earned the sharel.he receives. He has not sacrificed 
anything for them and therefore fails to appreciate them. 
No selection of capacity to use them i^ made, they accumu- 
late erratically, and from the management poinf of view it 
ma^^ be, uncomfortsibly. 

*If direct presentation of shares implied in gifting and 
the indirect presentation implied in profit-sharing be alike 
undesirable what other methods are possible ? Obviously 
to leave matters as at present is not enough. To ask the 
workman to invest in the business which employs him is 
to ask more of him than of the ordinary shareholder inas- 
much as it m^ns a concentrated risk for»bolh his savings 
and wages. 

If sufficient inducement be offered the employees are 
preparect to invest either their savings or some part of 
their earnings in the undertakings for wfcich they work. 
The precise nature of these inducements must depend on 
circumstances, but they can take the form of easy acquisi- 
tion, issue below maiket value, a guarantee of capital, 
early credit of dividends, assured minimum return, extra 
dividefids over ordinary shares or an accompanying share 
in profits. In every case the workers' reward ought to be 
in j)roportion to the prosperity to which Ije contributes, 
otherwise the undertaking instead of becoming a real, 
live interest to the investor, becomes merely a bank to a 
depositor. 

Contributory co-partnership possesses the* maximum of 
advantages. It implfts desire, and this again means the 
apprecia{iDn to some extent of the •thing deiired. It is 
granted that capacity fo buy does^not necessarily imply 
capacity to use,* but this capacity to buy undei* contri- 
butory co-partnership must be accompaniecj by willingness 
to buj^ In the case of a workman investing his 
small reserves this normally coulci result only from 
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some understanding ot the rights and privileges 
involved. • . • 

To segregate the worker by creating for him a special 
class of shares is a mistake. The minimum of differentia- 
tion should be introduced and that all' in the worker’s 
favour. Moreover what is required to induce the worker 
to begin n^ed not later be* necessary to make him continue. 
Control must accompany ownership. The two caijinot 
be divorced without denying the* essence of each. Con- 
tributory co-partnership is a safe half-way stage to a new 
distribution of wealth and to an obliteration* of the too 
deeply underlined distinction between capital-owners* and 
wage-earners. 



CHAPTER XX 


THE FUTURE OF PROFITS 

• 

It a mistake to consider the present industrial systenf 
as* a complete, self-sul&cient unity, the parts of which 
cannot be altered without disintegrating the whole. Equally 
foolish is •it to imagine that it can be destroyed, as 
visionaries preach, and a new order suddenly substituteef 
in i is place. Russia is not Britain, and even so no Britisher 
wants to work in Russia to-day. Sudden upheavals and 
revolutions ar^ always ineffective when directed to remove 
in a day what took a hundred years to develop, simply 
because an industrial system is a growth and not the 
creationj^f a moment. 

That the present system, urgently reifuires alteration 
IS undoubted. Nobody is satisfied with it. Labour 
under it is resentful, morose, disgruntled, and feckless ; 
capital is wary, unsettled and timid, and whatever we may 
think of the criticisms advanced against it, and the ill- 
judged* remedies proposed there is no getting away from 
the actual fact that at present the system is working most 
inefficiently. A few more years of such industrial friction 
an3 British prestige and trade will be ruined, the industries 
we kept captive here because of our efficiency will have 
flown back to the source of their raw material and the only 
hope remaining for our crowded industrial masses will 
be emigration. Sdmif remedy for this deadly dry-rot is 
urgently Iteeded. 

Three courses are possible. Firet there is the way 
of war. Recent industrial happenings have proveJ beyond 
a doubt that the war spirit is rising. Up tijl now modera- 
tion on ^e part of both sides«has more or less held the ring. 
Both have shown themselves willing Jo discuss, willing to 
207 
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compromise and, in general, prepared to refer matters to 
impartial tribunals. 

Labour, spurred on by decreasing purchasing power, 
has time and again renewed its dentands. In af rising 
market these can be safely conceded, but now the employer, 
faced with heavy faxation and a heavy slump in trade, 
finds his back against the "wall. He talks of accepting the 
■ challenge of labour, of fighting, once and for all, and haying 
done with it, of teaching the workeif a lesson. Consequently 
lock-outs are already appearing in the industrial arena. 

The utter folly of the course in which the practical 
business world is heading must be evident to all. Both 
sides are certainly at fault. The old adage about two fools 
being necessary to make a quarrel fits the case. Capital 
must give up its autocracy and divide it«; spoils and its 
power, labour must give up its craft sectionalism and assume 
industrial responsibility. The way of war will never 
achieve this. It means immense irreparable doss and 
universal hungei and, worst of all, it settles nothing. 1 1 may 
end a quarrel for a time but it never settles or composes it. 
Whoever wins in the contest, the country loses. If we 
could imagine that through unemployment and forced 
idleness labour was starved into submission and forced 
to crawl back to work on the dictated terms, this would be 
no solution. We may cry peace but there would be no 
peace. The political difficulties ushered in by the armistice 
of November, 1918, would have their replicas in the post- 
armistice industrial field. The hundred years’ struggle 
of trade unionism would be concentrated in the bitterest 
five years of industrial' strife the country has ever known. 

If war threatens to be the atmosphere into which the 
new industrial world is to be borii, everything depends on 
the keeping of tempers! Notliing irritates like secrecy, which 
is always suspected of being the cloak thrown around 
dishonest, unjust, underhand and ungentlemanly acts. 
Men are never so likely to settle a question rightly^, as when 
they discuss it freely On tfie worker rests the major part 
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in th^reconstruction of industry. He it is who demands it 
and only Becau^ in dfinmnoing the new, he is prone to 
neglect to make the best of the old,- ^oes capital feel t^je^ 
neces^ty of resist^uice. Again, for the majority to coh- 
fiscate capital is much easier than for the minority to 
conscript labour. Thus the minority Aiust wait on labour’s 
constructive suggestions and td-day there is only a Babel 
of Vingues. If the extremist won in the struggle we should* 
have many years of dire industrial chaos. The limited experi- 
ment in Italy in the summer of 1920 ended in a return to 
the status quo simply because no group can at one and the 
sanle time steal a business from its owners and ask credit 
from its customers. Stability is the nursery of trade and 
revolution its death-bed. 

Second, the employer recognizing the futility and wastage 
of industrial war may simply give up business. This 
may not be courageous, but^it is very natural. Cases of 
this are occurring every day; sometimes it simply means 
short time, or dismissal of 4arge numbefs of employees, 
or shutting down altogether for a time, and after an effort 
at resuscitation, eventually liquidation. Or it may take 
a more exaggerated and dramatic form as in the announce- 
ment " Strangled by Labour : a new industry for Yeovil 
killed at birth.” To impute all business failures to such 
causes would be undoubtedly unjust, but the fact remains 
that to-day the impossibility of foreseeing Jhe future due 
largely to the teeth-on-edge attitude of labour is the biggest 
single factor in obstructing industrial progress. 

Labour’s alternatives to the present system are nebulous, 
untried, are too big a jump from the present and founded on 
motives too contraJiefory to those actually at work to invite 
confident. Altruism, patriotism, Ip'vfe of work and service 
are each taken carelessly as adequate substitutes for 
personal incentives. This may be very good poetfy but is 
exceedingly bad philosophy. These emotions may be 
cultivated, they should be* cultivated, but to-day they 
would be as dead as the dodo if lejt jis the sole animating 
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motives of industrial life. The wheels of industry YiU not 
revolve under any such altruistic and other-regarding 
Viotives ; if such ^ revolution as this be desired, let the 
reformer begin with human nature. 

Real Progress. ' 

Sure lasting progress cdh be achieved only by methods 
‘ of conciliation. This is the third possibility. Trnns- 
fo,rmation and not^ destruction is required. In the present 
stage of civilization and communal development it is 
absolutely necessary to retain the incentive of profit. 
Theoretical and practical considerations alike prove This 
necessity. In Part I this was discussed in more detail and 
the exceptions to this general principle were shown to 
have very limited spheres. « 

If profits are necessary to present-day production to 
whom should they be justly distributed ? The three 
factors determining profits are productivity, matagement 
and trade conditions. The < first means manual labour, 
raw materials, machinery and equipment. Management 
implies experience, knowledge and skill in the co-ordination 
of men, money and machines. The risk-bearing inevitably 
associated with trade conditions is borne to a considerable 

4 

extent by the shareholders. Out of profits the latter are 
justified in claiming payment for plant, equipment, working 
capital, and a, premium for the insurance they underta,ke. 

The service of manual and mental labour consists in, as 
it were, vitalizing the plant. For this wages are paid. 
Labour does not normally or automatically receive any 
share in the pfosjferity of the industry. ^ It may by fighting 
tactics increase wages during a boom period but at such 
a time the ftnployers' j)ower of shjfting the increase on to 
the consumer is greatest. In such a case the consumer 
and not *the employer pays the advance in’wages. But the 
worker’s powe?; of exacting an advance in wages put of 
profits is problematic and illusory, compared \vtth the 
employer’s pow^r ofi n^aking the worker feel th^e effects 
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of a depression. If the employer had merely the limited 
power he possesses of reducing wages this would be nearer 
an equitable distribution of power between the twy 
parties? But the efqployer possesses the enormously more 
pofent weapon of dismissal and unemployment and there 
is no equivalent for this in labour’s habds. 

Moreover, this weapon is an extraordinarily «tvere and^ 
cru^ing one. Labour is, to use an analogy, the most 
perishable " commodity*” in existence.^ Not only is idle 
time completely irrecoverable, but idleness leads to degener- 
acy, lowered self-respect and reduced morale, so that when 
work is resumed efficiency is much less than before. Thus, 
adverse trade conditions exact heavy sufferings from the 
wage-earners. The position is rendered worse by the fact 
that the worke^i often feels, with some justification, that his 
enforced idleness is not inevitable. It may be due simply 
to bad management or to tjie conscious adoption of a 
policy o& restricting output in onder to keep up prices. 
But in either case it is not inevitable and Hibour feels that 
it ought to be consulted in a matter which so directly 
concerns its interests. 

Certain it is that there is no industrial hardship com- 
parable to unemployment. The real problem is not how 
to relieve it but how to abolish it. Prevention is better 
than cure. The meagre provision made under the State 
scheme, besides being grossly inadequate, ^does nothing 
to render unemployment less frequent. Wffiile therefore 
labour is left to suffer from causes largely beyond its control 
it seem^natural that it should claim to benefit when trade 
is good. Equally with capital the labouP factor shares in 
fluctuations and becaifse it necessarily suffers by a deficit 
in indust^ it seeks to benefit by a surf)lus. 

To claim this share in the fonn of increase^ money 
wages is simply* futile. To claim only an increase of 
purchasing power is simply endless, and injany case when 
acceptedjin the form of wage^ supplies by itself no principle 
automatic in its adjustment of prq^its ,to wages. The 
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calculating of wages in terms of purchasing power tjirough 
the adoption of a sliding scale based on tlie index numbers 
would be an excellent line of advance, and would achieve 
the very desirable result of freeing wages from the upsetting 
effects of rising prices. But taken by itself it does not, of 
course, solve the question of how to knit up automatically 
the shares of capital and la'oour. 

Assuredly something must be done, and that quiakly, 
if ,the present industrial system is to be rescued from utter 
chaos. The way of war, no matter who should claim the 
^ victory, would, as we saw, solve nothing. The appalling 
dislocation due to strife, carrying in its wake waste, loss, 
starvation and an ever-growing bitterness between class 
and class, must be removed if progress is to be made possible. 
Again, it is an indisputable fact that labour'si mental outlook 
is broadening and finding itself cramped in its present 
wage-earning status. 

A Goustruct&ve Plan. 

Some bold, progressive, yet safe, policy is the only 
remedy. This it is suggested is to be found in the intro- 
duction of co-partnership by means of contributory 
shareholding. The mistakes that have led to the failures 
in this movement must be avoided. Briefly these have 
been the following. First the introduction of the auto- 
cratic elemeijjt into such schemes. This has usually 
taken the somewhat strange form of the donating of re- 
sponsibilities in the shape of shares. Second, the profit- 
sharing basis has on the whole been a mistake largely 
because it put^ last things first. Third, giving is no 
substitute for desiring to have, and the primary need is 
ability to li^e and appreciate. 

The conditions of a real co-partnership between capital 
and labour include the following — 

(1) Entire freedom, of entry and of exit. No attempt 
should be made to coerce or cajole the workeiw They 
should be as free toi eijter or to leave the ^ scheme as any 



tH» FUT1IRE PROFITS 


213 

shareljolder is to invest. The standard wages of the 
industry slfould always *be paid and no condition prejudi- 
cial to trade union membership shoulcj be inserted. Tl^‘ 
workef should be jffeginitted to dispose of his shares when- 
ever he thinks fit and no restriction should be imposed on 
mobility. 

(2) Shares should be paid "for by the vwoVkers. Ii^ 
industry to-day gratitude is never earned by giving.' 
Humanity does not value what it receives gratis but oijly 
what it earns or buys. Because the peculiar constitution 
of gas companies favours this idea of earning, co-partnership 
has*flourished greatly among them. 

(3) While the workman should be asked to contribute 
from his savings he should meantime be offered much 
stronger inducements than the ordinary shareholder. 
This because he has to be attracted to embark on a course 
which up till now he has n^ver travelled. Besides the 
inertia that has to be overcome, 'he is asked to put his 
wages and capital in the same boat. Ag^n, a workman's 
capital is intrinsically of more value to him with his limited 
resources than an equivalent amount in the hands of the 
general investor. 

These inducements should take several foniis. Safety 
and realizability are very important for the small investor. 
So also is facility of acquisition by, for instance, the 
acceptance of small instalments or by muti^ally arranged 
deductions from wages. Another form is the payment to 
employee-shareholders of an extra dividend over and above 
what is planted to ordinary shareholders. The nature and 
extent of the extra inducement offered »to •labour must 
depend on the precise ^conditions of each case. These are 
best advaJlced when new issues of c^tal are being made, 
as was the case in the recent boom period. ^ 

(4) Many of the profit-sharing wrecks that lit\er the 
industrial shore have come to grief just bec^se they failed 
to live ijirough periods of fhdustrial storm. While the 
worker was prepared to accept a share Qf th^ profit, he never 
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adopted such a mental attitude as enabled him to bear the 
losses. He proved a “ very bad loser.” ‘ Partly this was 
'(^lae not to lack of^the sporting instinct, but to the fear 
that he had been deceived by the b^kmaker. 'Never- 
theless the logical and necessary corollary of gain-sharing 
is loss-sharing. Un\ess the worker is prepared to stand 
{)y in tim^^i of stress, he*^has not understood or realized 
Hhe real meaning of profit-sharing. 

It is one of the cardinal virtue^ of co-partnership that 
it brings home to the worker the essentially unstable 
nature of industrial enterprise. Automatically he shares 
*in losses through a reduced dividend. Moreover, he does 
not stand alone, he suffers no more and probably less than 
do the mass of shareholders, and he has no grounds for 
suspecting that «he has been differentiatedj,against in the 
interests of the other shareholders. It is for this reason 
that the general principle^ is advocated of introducing 
the smallest possible difference between the conditions under 
which the worker and the outsider hold shares. 

(5) Owning apart from controlling is meaningless. The 
worker in acquiring capital must feel he is acquiring a real, 
live power over the business in which it is invested. As 
each individual worker's share will necessarily be very 
small this power can be exercised only collectively and 
would naturally rest largely among those whose steadiness 
and length of service had enabled them to acquire most. 
Thus the operation of a scheme of this nature would select 
for powei those most suited to use it rightly. 

This power would be expressed in two ways. First, as 
shareholders, *^the»worlJers would be entitled to the ordinary 
rights of voting at the annual or semi^nual meetings. But 
the limited* degree di control meant for outside investors 
is not suited to express that intimate familiarity which 
worker^ have with the daily operations of the business. 
This has been^ already recognized by the Whitley report 
and by the establishment of* joint committees v^tliin the 
works for various , purposes. These “Co-partnership” 
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committees are the second vehicle for ex{>res9ing the workers’ 
larger interest in prodfuction. For years to come they 
must be largely experimental, but, e\en then they are 
performing the invaluable function of Bringing the workers 
into real contad; with business problems. It is frequently 
asserted that the workers will not assume responsibility, 
they will not come to decisions, and they use the§o opportun- 
ities of touching the*wider issues merely as media for passing 
oil grievances. This iftere negative work is not directly 
furthering the objeci in view but it selms equally certain 
that no rt^l, positive, constructive work can be achieved 
unifll the huge mass of hidden, festering grievances— 
real and apparent— has been brought to light and adequately 
dealt with. But this stage will pass and the only fear is 
that in its passing it may prove too mu(;h for the halting 
spiiits. 

Trade Unionism. 

? 

One of the great obstacle^ in 'the way* of progress will 
certainly be the vested interests enthroned in trade union- 
ism. All real progress must consist in developing personal- 
ity ; this means diversity and not uniformity. In so far 
as uniformity is the binding force in the present organization 
of labbur this basis is bound to be unsettled by such in- 
novations as payment by results, profit-sharing, co-part- 
nership and joint control. A denial of this is merely 
illbgical. A new body controlling notlflng is simply 
ridiculous. The whole trend of affairs is to repose more 
and more control in joint bodies of employers and employees. 
This rnust necessarily represent a» sub\;raction from the 
control exercised sfeveially by either employers’ associations 
or trade jmions, and pari passu with the grqjvth of joint 
bodies the necessity for^he other tw6 must diminish. 

These are essgitially built up just because of fke differ- 
ences between the classes. ‘ The respective societies are 
in thb main defensive rather than coitstructiVe. Employers’ 
associations have generally proved themselves more capable 

15^1835) ^ 



216 SHARING PROpm Wipi EMPLOYEES 

of change than workers’ associations. Partly this is due 
to a somewhat higher level «f education, to the relative 
Sipallness and pliability of the body and to the fact that 
these institutions have not brought intc' existence ai large 
body of paid servants with no desirable alternative occu- 
pation. Trade unioils built on the existence of a class of 
^age-earnei*s naturally find that any movement which 
lifts the worker out of a dead level of saitiencss, by payment 
according to ability and not according to “ standard,” 
by knitting his interests up with the firm or the industry 
rather than the craft, is prone to disseminate the 
concentrated enthusiasm which supports them. 

Thus extreme measures seem more desirable than safe 
or sane ones. The complete abolition of the industrial 
system, the overthrow of capitalism, the chetatorship of 
the proletariat mean the autonomy and tyranny of trade 
unionism. To an ambitious but crystallized institution 
transplanting is easier, than transforming. That way 
lies revolution auad starvatiorL. Progress is possible only 
if those existing institutions which embody the present 
distinctions are altered and changed to suit the new con- 
ditions. Whatever else this means it certainly implies 
the substitution of the industry for the craft as the basis 
of organization. The settlement of labour’s remuneration 
will no longer be left to the wretched wrangle of opposing 
forces but will become merely a matter of accountancy. 

This joint control, following on joint ownership of 
the factors of production while eliminating the distinction 
between capital-owners and capital-users will, it has been 
urged, creator only another line of demarcation. The 
partners in industry united in common aims will in their 
own interestcjexploit the community in general. 
will then be ranged kgainst cons'umers. This difficulty 
may hav^ to be met just as to-day the .menace of huge 
monopolies and trusts must be met by government 
intervention in ^ the interests cf the community. 

The true chain of progress as here outlined ‘‘is that 
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laboui; should be encouraged to acquire industrial capital 
and as a natural consSqden^e a share in the profit, re- 
sponsibility and control of business.^ To share profife 
with labour is the Strong method of approach and because 
of its illogical nature jeopardizes the whole process. The 
contributionary qualification for co-partnership is essential 
because it selects expropriate ^recipients. If educational, 
facilities and financial inducements are not sufficient to' 
lead the worker to become a capital-holder, no mere donat- 
ing of the shares even on a profit-sharing basis will avail. 
The main thing is to prepare the worker by leading him^ 
to desire and to sacrifice for his new and higher status. 
Only by education can the worker climb socially and by 
co-partnership industrially. These fundamental things 
achieved it fol|pws naturally that the workers can safely 
become co-managers and co-directors with capital-owners 
in the field of industry. 

•Summary. 

Private profit, while apparently essential to induce effort 
to undertake risks, is at the same time the feature most 
objected to in our “ acquisitive society.” Could it be 
abolished ? Only with safety by eliminating the service 
which makes profit a necessity. But risk-bearing is an 
exceedingly complex phenomenon depending on factors 
which defy human calculation and to e^minate it is 
impossible. 

The unfair element in industry to-day is that while 
labour is po partner in the gains of industry it has inevitably 
to share its losses. This it does through unemployment or 
under-employment.* T-abour is justified in asking as 
automatic4a share in the surplus as it^tas in a deficit. To 
claim this in wages or. to receive this as mere profit-sharers 
is alike inexpedient. ^ * 

Complete partnership is the only cure. ^ This implies 
' a contn^jution to capital, freedom of entry, extra rewards 
over dead shareholding and a measure,of real responsible 
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control. This means an increase of status for the workers 
and in order to function fuhy In 'the ne!w vocation they 
must be enlightened and educated. 

In the progress towards co-partn^iship, the biggest 
obstacle in the way will probably be the Vested intereks 
of the labour unions. They are organized for wage-earners 
ynd not fo*r shareholders. ‘They arose to protect and they 
remain to stultify. They are erected on those yery 
differences and separations which co-partnership exists Vo 
obliterate. Consequently co-partnership strikes at the 
very foundation of the isolation, unity and self-sufficiency 
of craft trade unionism. 

This means that modern trade unionism will perforce 
have to do what it urges society to do — change its system. 
The mere negative, resisting, defensive att,itude it adopts 
in its own practice will have to give place to a liberal, 
constructive point of vie\y. For it is fundamentally 
impossible to conceive' of individual wage-eam/'rs being 
co-partners in ^Industry whirV finding their complete ful-* 
filment in a society foimed and functioning on its negation. 

The new movement will obliterate the old socially- 
disintegrating castes of owners and workers, and its corre- 
sponding distinction of profits and wages, and the new 
remuneration for all will be wages-cum-profits, which in 
combination destroys for ever the obnoxious qualities in 
each. This jmplies industrial rather than trade or craft 
organization on both sides. The master and servant, 
employer and employee, capital and labour relationship 
will give place to partnership within which will emerge, 
through equal Uppoftunity, the new spirit of leadership 
in industry. The workers will ‘oecome capital-owning' 
co-partnei^ with possibilities of becoming through their 
abilitie^, democratically recognized, co-managers and 
co-directors of industry. 

To this dpired solution contributory co-partnership 
and educational advancemeSit are the most practical and* 
potent steps. 
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